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FOREWORD 


At. the cases published in this volume are concerned with 
industrial marketing, a highly significant subject which hereto- 
fore has received altogether inadequate attention even among 
business men themselves. In bringing out this volume the School 
acknowledges especial indebtedness to the broadminded interest 
of the McGraw-Hill Publishing Company, Inc., the National 
Petroleum News, and the Penton Publishing Company for con- 
tributing the funds which made possible this first comprehensive 
collection of industrial marketing cases. Acknowledgment also 
is made of our sincere appreciation of the assistance received 
from the various companies which permitted their experiences 
to be herein recorded. This collection is not exhaustive, for 
much further research is needed on many of the topics dealt with 
in these cases and on others not yet covered. ‘The results of 
further research will be published in subsequent volumes of 
this series. 

MEtvin T. CopELAND 
Nett H. BorDEN 


July, 1928 
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ERVEN LEATHER PRopuctTs ComMPpANy’ 
MANUFACTURER—LEATHER BELTING 


DiIsTRIBUTION CHANNELS—Direct Selling Combined with Use of Exclusive 
Distributors. Because of its heavy sales expenses and its unsatisfactory 
sales volume, the company, a manufacturer of leather belting and 
other leather products, reviewed its marketing program critically. One 
question raised was the soundness of the company’s policy of having 
the entire United States covered by its own salesmen, operating from 
its sales branches, and at the same time granting exclusive territories to 
a large number of supply firms. The company decided that this plan 
of direct sale supplemented by sale through exclusive distributors was 
basically sound and that the problem was to select the proper supply 
firms as exclusive distributors and to control the activities of the sales 
branches adequately. 


Sates Controt—Introduction of Customers’ and Salesmen’s Reports and 
Records. Because of its heavy sales expenses and its unsatisfactory 
sales volume, the company, a manufacturer of leather belting and other 
leather products, reviewed its marketing program critically. More 
adequate control of sales was deemed necessary. With this object in 
view, the company developed a system of customers’ and salesmen’s 
reports and records which, among other things, showed salesmen’s sales 
by lines; sales in relation to traveling expenses and salaries; number 
and size of actual and prospective customers; customers’ purchases; 
new customers secured; customers lost; number of salesmen’s visits; 
and the division of salesmen’s time between large and small customers. 
These records proved of material assistance to the company. 


SALES Force ControL—Supervision of Salesmen’s Routings. As part of its 
general program for improving its control of its sales force, the company, 
a manufacturer of leather belting and other leather products, decided 
to institute centralized supervision of salesmen’s routings. Previously, 
there had been no supervision of salesmen’s routings, and traveling 
expenses had been unduly high. 


Market SELECTION—Discontinuance of Sales Calls upon Small Users. An 
analysis of its accounts convinced the company, a manufacturer of 
leather belting and other leather products, that only 2,000 of its 10,000 
customers bought in sufficient quantities to justify regular sales calls 
upon them. By discontinuing sales calls upon the large number of small 
customers, the company was able to make substantial reductions in its 


* Fictitious name. 
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sales force without seriously jeopardizing more than a small portion 
of its sales volume. 

MERCHANDISING—Addition of Products to Line. As a means of increasing 
its unsatisfactory sales volume, the company, a manufacturer of high- 
grade leather belting and other leather products, decided to add rubber 
belting and also metallic lacings to its line. These items would be made 
to the company’s order by other manufacturers. Sales of the rubber 
belting were expected indirectly to promote sales of leather belting and 
also, since no added sales expense was anticipated, to lower the com- 
pany’s expense percentage. 


MERCHANDISING—Sales Emphasis Increased on Incidental Line. In view of 
the decreases which had occurred in its sales of belting, the company, 
a manufacturer of leather belting and other leather products, decided 
to place increased sales efforts upon the cup packings which it manu- 
factured and which, prior to that time, it had regarded as incidental 
to the belting. The company employed one salesman to devote his 
entire time to introducing the cup packings to potential users. 


Apvertisinc—Primary Buying Motives Preferred to Selective—(Commen- 
tary). In its advertising of the leather belting that it manufactured, 
the company had stressed chiefly the high quality and durability of its 
products. One of the chief forms of competition that the company had 
to meet was that of manufacturers of electric motors and chain drives, 
who, in their advertising, emphasized the superiority of direct drives to 
belt drives. The commentator suggests that the greater success of the 
motor and chain manufacturers may have been due in part to their 
emphasis upon primary buying motives instead of upon selective mo- 
tives, such as the company sought to appeal to. 


(1925-1928) 


For several years prior to 1925 selling expenses of the Erven 
Leather Products Company had been unduly high. In 1924, for 
certain of the company’s sales branches, selling expenses were 
more than twice as large as the company was of the opinion they 
should be in view of the volume of sales. Sales, moreover, had 
decreased seriously following the close of the World War, and 
the trend after that time had continued downward. This situa- 
tion led the company to review its sales program and to analyze 
carefully the activities of its sales branches. This study, in the 
period from 1925 to 1928, led to various major changes in the 
company’s marketing plans. 

Although the company’s own salesmen, operating from the sales 
branches, visited all parts of the United States, the company had 
granted exclusive territories to over a hundred mill and factory 
supply firms, which it credited with all sales made in their terri- 
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tories. It was suggested that use of both sales branches and 
exclusive distributors might involve unnecessary expense. After 
analyzing the situation critically, however, the company concluded 
that the difficulty lay not in this dual method of distribution but 
in the lack of adequate control of salesmen’s activities. A more 
comprehensive supervision of the sales force, in the company’s 
opinion, not only should be effective in curtailing sales expenses 
but also in increasing sales. 

Two other suggestions were made for improving the company’s 
marketing position. One of these was for increased sales emphasis 
upon certain items which the company for many years had treated 
as by-products. The other suggestion was for the addition of 
several new products to the company’s line. 

The major product of the Erven Leather Products Company 
was leather belting for power transmission in industrial plants. 
Among the users of belting were cotton gins, lumber mills, cement 
factories, feed mills, grain elevators, machine shops, pulp and 
paper mills, steel mills, and textile mills. The company manufac- 
tured belting for stock in thicknesses of one to three plys and in 
widths of one-half inch to thirty-six inches. In 1924, about 75% 
of the company’s sales of belting were of sizes carried in stock 
and about 25% were of special sizes made to customers’ orders. 
The trend was toward a larger proportion of special orders. 

The company purchased foreign and domestic hides and 
operated its own tannery; the manufacturing departments were 
charged a price for tanned hides slightly below the market price 
inasmuch as no selling expense was involved. From those parts 
of the hides not used in making belting, the company manufac- 
tured a variety of products. One group of these, made up of 
counters, inner soles, box toes, and welting, was sold to shoe 
manufacturers by a subsidiary company. The belting sales or- 
ganization of the Erven Leather Products Company, however, in 
addition to belts, handled whole leather, lace leather, and a group 
of specialties including cup packings, U packings, flange pack- 
ings, gaskets and washers, mill strapping, lug straps, loop pickers, 
staff pickers, skate straps, trunk handles, belt cement, and belt 
dressing. Sales of products other than belting for many years had 
made up a comparatively small proportion of total sales and had 
been given little sales attention. By 1925, however, sales of those 
products comprised approximately half of the company’s total 
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sales, and it was upon certain of those items that the company 
proposed to lay greater sales emphasis. 

The Erven Leather Products Company had been in operation 
for more than 50 years. During that time it had established its 
reputation as a manufacturer of high-grade belting. In general, 
Erven belts were higher in price than competing leather belts. In 
the executives’ opinion, the differential in prices fairly represented 
actual differences in quality. 

For selling its belting and the other products handled by the 
belting organization, the company, in 1925, had the United States 
divided into twenty territories, in each of which it maintained a 
branch office with stocks. The quantity of stock at each branch 
was controlled by the central office. Three of the company’s lar- 
gest branches, those at Chicago, New York, and Philadelphia, 
each had a manager who devoted his full time to supervising 
branch activities. In addition to these three branch managers, 
each of whom was in charge of only one store, there were four 
district sales managers, two of whom supervised three stores each 
and two of whom supervised two stores each. Each of the other 
seven branches was managed by one of the salesmen. In all, the 
company at that time had forty-seven salesmen for its belting and 
allied products. At the branch offices there also were stationed 
men qualified to extend installation and repair service to cus- 
tomers. Small belts usually were installed by the purchasers, but 
large belts frequently were installed free of charge by the com- 
pany’s belt repair men. Ordinarily, except when competition 
made it impracticable, a charge was levied for repair service. 
Exhibit 1 shows, for each branch for 1924, sales, average monthly 
inventory, annual rate of stock-turn, number of employees, and 
direct and indirect expenses. 

In addition to the sales branches, there were in 1925 approxi- 
mately 150 mill and factory supply firms selling Erven belting 
and allied products. In the main, each supply firm specialized on 
supplies for one or two industries. Some, for instance, served shoe 
manufacturers primarily, while others served the textile industry, 
and others served sugar refineries. A textile mill supply firm, for 
example, sold, among other things, bobbins, spools, straps, har- 
nesses, oil, waste, grease, pulleys, hangers, and belting. 

Of the 150 supply firms selling Erven products, about 135 were 
exclusive representatives for that line. The exclusive representa- 
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8 HARVARD BUSINESS REPORTS 


tives agreed to sell the leather belting of no other manufacturer 
and the Erven Leather Products Company agreed to sell its belt- 
ing to no other supply firms in their territories and to credit them 
with any sales which its own salesmen made directly to users in 
their territories, as well as with orders received directly by mail 
from customers located there. The other supply firms selling 
Erven belting did not have protected territories. For the most 
part, those firms were small and sold comparatively little Erven 
belting and allied products. 

The territories of the exclusive distributors varied in size from 
a few counties to an entire state. All the exclusive territories were 
included in the branch territories and the company’s salesmen 
operating from the branch offices traveled in the distributors’ 
territories as well as in the so-called open territories. Sometimes 
they traveled with the distributors’ salesmen and sometimes alone. 
The company’s salesmen were prepared to advise users as to the 
types and sizes of belts needed, and frequently the salesmen of 
the distributors asked Erven salesmen to give such advice to the 
distributors’ customers. The distributors’ salesmen usually visited 
their customers at least once a week. On any order which the 
company took in a distributor’s territory to be filled directly, the 
distributor was allowed a commission of 5%, unless the distribu- 
tor agreed to waive that allowance. Large users ordinarily pre- 
ferred to deal directly with salesmen of the Erven Leather Prod- 
ucts Company, and sometimes they objected to having any com- 
mission paid a distributor on orders which they placed directly 
with the company. When such an objection was a serious obstacle 
to securing the business of a large belt user, the Erven Leather 
Products Company asked the distributor in whose territory the 
user was located to waive his claim to a commission, explaining 
that unless that claim was waived the order could not be secured 
and neither the distributor nor the company would be profited. 
Usually, although not always, the distributors in such instances 
were willing to waive their claims to commission. The company 
had found that users in the South and West were more willing to 
buy through distributors than were users in the East. 

The Erven Leather Products Company sold its products to its 
distributors at a discount of 15% to 70% from its list prices; the 
average discount was from 40% to 45%. To consumers the com- 
pany gave discounts of from 10% to 60% from list prices. The 
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average was about 35%. The gross margin which the distributors 
received was influenced by competitive conditions. In districts in 
which competition was keen, their gross margin commonly 
amounted to from 5% to 10% of sales; where competition was 
less severe, their gross margin ranged from 20% to 25%. The 
Erven Leather Products Company’s average gross margin on 
belting was 30%; the company aimed to make 7% or 8% net 
profit on belting sales. 

The exclusive distributors of the Erven Leather Products Com- 
pany, as well as many of its distributors without exclusive terri- 
tories, carried stocks of the company’s belting in widths which 
were called for frequently. About 95% of these stocks were pur- 
chased outright. A few unusual sizes were carried on consign- 
ment; the quantity of consigned stocks carried by the distributors 
was controlled by the company’s central office. The various dis- 
tributors carried stocks ranging in value from $1,000 each to 
$10,000 each; the typical Erven belting stock of a distributor 
amounted to about $4,000. Many of the distributors also carried 
small stocks of the company’s whole leather, lace leather, and 
specialties. 

In 1924, approximately 75% of the company’s sales of belting 
and other products handled by the belting sales organization were 
made in open territories, either to users or to supply firms without 
exclusive territories, and about 25% were made in exclusive terri- 
tories. Of the 25% made in exclusive territories, approximately 
22% were made to supply firms with exclusive territories, and 
about 3% were made by the company’s salesmen directly to users 
in the distributors’ territories. The company did not know for 
what proportion of the exclusive representatives’ sales its own 
salesmen were responsible. The trend of sales for 1922, 1923, 
and 1924 showed an increase in the proportion of total sales made 
by the company in open territories as compared with sales of the 
exclusive representatives. In 1922, when sales as a whole showed 
a gain of 13.06% over the previous year, sales of exclusive dis- 
tributors showed a gain of only 3.6%. In 1923, when total sales 
showed a loss of 29.65%, sales of the exclusive distributors 
showed a 30.7% loss. In 1924, there was a gain of 8.21% in 
total sales but a gain of only 1% in sales of exclusive distributors. 

It had seemed to the executives of the Erven Leather Products 
Company at various times that the work of the exclusive distribu- 
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tors did not warrant their use. The executives decided, however, 
that while this was true of certain distributors, it was not true of 
the distributors as a whole and that the problem was simply one 
of weeding out the undesirable distributors. Because of their per- 
sonal relationships with users in their territories and the conveni- 
ence of their stocks, the distributors, in the company’s opinion, 
were able to secure many small orders which otherwise probably 
would go to local manufacturers or to large manufacturers with 
stocks in that locality. One large distributor, for instance, sold 
approximately $80,000 worth of Erven products annually. Five 
or six of the large distributors, moreover, employed men to pro- 
vide repair service to users of Erven belts. Many of the exclusive 
distributors also had salesmen who were trained to sell belting; 
most of the exclusive distributors had sent salesmen to the com- 
pany’s factory for instruction in the manufacture and technical 
aspects of belting. 

In the period from 1925 to 1928 the number of the company’s 
exclusive distributors was reduced from about 135 to 94. The 
exclusive arrangements were for indefinite periods and could be 
terminated by either party upon 30 days’ notice. In some in- 
stances this was done by the distributors and in other instances 
the company took the initiative. A distributor located in New 
York, for instance, notified the company that he intended to re- 
place the Erven line with a cheaper line. In this case, the com- 
pany decided not to seek a new distributor but to cover the terri- 
tory with its own salesmen. In another instance an exclusive dis- 
tributor located in Iowa with a territory of seven counties sold 
only $10,000 worth of Erven products in a year. The company 
deemed this too small a volume, and, hence, discontinued its rela- 
tions with the distributor. 

Competition in the sale of belts was keen. There were in the 
United States about 1o large manufacturers of leather belting 
other than the Erven Leather Products Company. Those manu- 
facturers, like the company, sold their products by means of sales 
branches and exclusive distributors. In addition to the large 
manufacturers, there were about 170 small leather belting manu- 
facturers who offered strong competition in local markets. An 
executive of the Erven Leather Products Company stated that it 
was not uncommon for two men with as little as $500 capital to 
form a partnership to manufacture leather belting. With a small 
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stock of leather, a workbench, a press, and some glue, they began 
their undertaking. Usually their belting was less uniform in qual- 
ity than that made by companies with a wide variety of leather 
stock from which to make selection, nor was it ordinarily of so 
good a grade. It could be sold more cheaply, however. The 
owners of the business often received incomes only slightly in 
excess of the wages they would have received had they been 
working for someone else. These small belting manufacturers 
seldom were located outside the industrial centers. 

In addition to the competition of leather belting manufacturers, 
the Erven Leather Products Company had to meet the competi- 
tion of manufacturers of rubber and fabric belts. Fabric and 
rubber belts were cheaper than high-grade leather belts but they 
were stated to be less durable and, for many purposes, less satis- 
factory in use. 

Another type of competition was that of manufacturers of 
chain drives and of manufacturers of electric motors, who sought 
to promote the use of direct drives in place of belt drives. The 
manufacturers of electric motors were aggressive in their sales 
methods and, according to the general sales manager of the Erven 
Leather Products Company, they had succeeded in introducing 
direct motor drives in various plants where belt drives previously 
had been used and, in some instances, where belt drives generally 
were conceded to be more suitable. A trade paper advertisement 
of one manufacturer of electric motors read in part: 

Electric drive cleared industry of its expensive and dangerous 
jungle of shafts and belts, brought great flexibility of operation, 
and speeded manufacture to a high pitch. Such were the economies 
effected that the cost of the old drives scrapped and the new 
motors installed never entered the picture. 

Executives of the Erven Leather Products Company stated 
that while direct drives had certain advantages as compared with 
belt drives they also had certain disadvantages and that for many 
purposes belt drives were more satisfactory. A plant equipped 
with direct drives, for instance, presented a cleaner appearance 
than one in which belting and shafting were used, and the safety 
factor was perhaps greater in a direct drive plant. On the other 
hand, the executives of the company pointed out, repair service 
for electric motors was more costly than for leather belting, since 
for the motors the services of licensed electricians were required. 
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Moreover, investigation convinced the executives that the power 
factor was more favorable in the case of the belt drives than in 
the case of the motors. Many manufacturing plants made use of 
both direct drives and belt drives. The Erven Leather Products 
Company recommended use of the group drive, whereby, by 
means of shafting and belting, a group of machines could be oper- 
ated by one electric motor or other motive power. 

Inasmuch as Erven belts were higher in price than competing 
leather belts or than rubber and fabric belts, the company in 
selling them stressed their high quality, the care with which they 
were made, their durability, and their infrequent need of repairs. 
At one time the company had advertised in such periodicals as the 
Saturday Evening Post and the Literary Digest, but it had aban- 
doned this advertising in favor of space in trade journals such as 
the Textile World and the American Lumberman. The company 
usually used full-page advertisements placed in preferred posi- 
tions. Ordinarily the company devoted 1% of sales to advertising. 
A typical trade paper advertisement of Erven belting showed a 
picture of a man sliding pieces of leather under a revolving knife 
and read as follows: 


A good deal of manufacturing is automatic these days and ma- 
chines that seem almost human appear to have taken a big load 
off the brain of man. 

Yet here is a machine in the Erven belting factory whose opera- 
tion would be without value or purpose if it had to function un- 
guided by a skilled operator. 

The simple thing the man in the picture is doing is simple only 
as you look at it. He is sliding pieces of leather under a swiftly 
revolving knife that cuts the leather into strips. 

This man must know leather. He must know what part of the 
animal each piece of leather comes from. He must know how 
wide a strip he can cut from each piece for every grade and belting 
purpose. 

He has been trained to know these things by learning the Erven 
method, based on chemical and engineering studies of the charac- 
teristics of leather and the working conditions of transmission 
belting. 

All through the Erven process you will find this exactness in 
control. 

That’s why Erven belts last longer. 


Several competing manufacturers of leather belting also 
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stressed the durability of their products. One firm in its advertis- 
ing stated: 


The leather belting made by the ——- Company lasts so much 
longer in service that it is known as the world’s most economical 
belting. 


Another belting firm advertised that “These belts will last 
longer because they are more pliable.” One firm emphasized the 
efficiency of its belting in an advertisement which read in part 
as follows: 


As specialists in belts for textile mills, we can without doubt re- 
duce your belting expense by furnishing belting for your harder 
and more important drives. On spinning frames belting gives 
unusual and positive grip, assuring high production, and in nearly 
every case an increased number of turns per minute on front rolls. 
On looms belting increases the number of picks per minute, 
resulting in increased production and better profits. belts 
soon pay for themselves in increased production. 














In its advertisements the Erven Leather Products Company 
offered to send readers copies of a 170-page manual explaining 
how to use and care for leather belting. 

In 1925 the 47 salesmen of the Erven Leather Products Com- 
pany were very largely free of any direct or detailed supervision. 
Except when the sales manager asked a salesman to visit a speci- 
fied customer who was in the market for belting, the salesmen de- 
termined their own routes and the firms upon which to call. The 
salesmen were expected to make daily reports on firms visited, but 
these reports were not received with regularity by the central 
office and many of the salesmen had been granted permission not 
to make such reports. The salesmen tended to look upon reports 
as a nuisance and an infringement of their personal freedom. The 
only complete sales records which the general sales manager had 
were the customers’ records, which showed the purchases of each 
customer, whether user or distributor. No summary or recapitula- 
tion sales records were prepared regularly. 

The salesmen of the Erven Leather Products Company were 
paid minimum salaries, known as service salaries; were allowed a 
fixed percentage of their sales for traveling expenses; and were 
credited with commissions on all orders which the company re- 
ceived from their territories, including orders from exclusive dis- 
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tributors. Salesmen’s service salaries ranged from $1,000 to 
$3,000 annually. The traveling expenses allowed the different 
salesmen varied from % of 1% of sales to 4% of sales, the per- 
centage depending upon the territory to be traveled. The rate of 
commission allowed on any order received was based upon the 
profitableness of the order to the company and varied according 
to the type of product and according to whether the purchaser 
was a medium-size or small user, a large user or small distribu- 
tor, or a large distributor. The average rate of commission earned 
by a salesman was approximately 4% of sales. If, at the end of 
a month, the sum of a salesman’s commissions and actual expenses 
exceeded the sum of his service salary and allowed expenses, he 
was paid the amount of the difference. If, on the other hand, the 
service salary and allowed expenses exceeded the sum of the com- 
missions and actual expenses, the difference was charged against 
the salesman to be deducted from future earnings. Such charges 
were cumulative from month to month and year to year. 

In spite of the disfavor with which sales records and reports 
were viewed by the salesmen, many of whom had been with the 
company for a long period, the executives of the company were 
convinced that a comprehensive system of sales force control was 
essential. A system was desired which would make readily avail- 
able to the sales manager information as to individual salesmen’s 
sales by lines; salesmen’s sales in relation to their traveling 
expenses and salaries; the number and size of actual and prospec- 
tive customers; new customers secured; customers lost; the num- 
ber of salesmen’s visits; and the division of salesmen’s time 
between large and small users. Information as to routes followed 
by salesmen also was desired. Information on these points, the 
executives believed, should aid the sales manager materially in 
directing the sales force economically and effectively. 

The company decided that each salesman, without exception, 
was to make a daily report. This report was to list the firms vis- 
ited during the day, to state the type of belting or other products 
in which they were interested, to give the amount of the orders 
if orders were placed, and in the case of firms not previously 
visited to give an estimate, by lines, of the firms’ potential annual 
purchases of leather belting and of other types of products sold by 
the company. Under the plan of sales force control which the 
company decided to adopt, the general manager of sales kept a 
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loose-leaf book in which each of the company’s customers was 
listed, together with the names and titles of the key men in the 
customer’s buying organization, the customer’s financial rating, 
the type of industry, number of salesmen’s calls by six months’ 
periods, the potential yearly purchases of the customer, the cus- 
tomer’s actual purchases by six months’ periods, and pertinent 
remarks relative to the account. Exhibit 2 shows the form in 
which this information was given in the sales manager’s loose- 
leaf book. This information was brought up to date every six 
months. 

The estimates of potential yearly business were made by the 
salesmen at the beginning of each year for all existing customers 
and at the time of the first sales call for all new customers. When 
the potential purchases of a customer were thought to be less 
than $50 a year, no estimate in dollars was made and the customer 
was classified as “no potential estimate.” When the plan of sales 
estimates first was adopted, the salesmen’s estimates tended to be 
too low. The sales manager stated, however, that later, when the 
salesmen lost their fear of being held to an impossible standard 
and when actual sales records for a few periods were available, 
the salesmen’s estimates became more reliable, although they still 
tended to be low. 

For each salesman the sales manager decided to maintain a 
five-year summary record, such as that which is shown here in 
Exhibits 3 and 4. The upper third of this record showed the 
salesman’s sales by years classified as belting, whole leather, lace 
leather, specialties, and miscellaneous; the average annual rate of 
commission earned by the salesman; his annual “salary earnings,” 
or the amount of the commissions credited to him; his traveling 
expenses for the year; the percentage of his traveling expenses to 
sales; his service salary for the year; the traveling expenses to 
which his expense rate entitled him; and the “‘balance,”’ that is, 
the amount which he received during the year in addition to his 
service salary and his actual expenses, or, if the balance was not 
in his favor, the amount charged against him for deduction from 
future earnings. 

The middle section of this summary record showed the total 
number of the salesman’s customers, including distributors as 
well as users, and the amount of their purchases. It also showed 
the number of customers lost and the amount of their purchases 
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in the previous year. A customer was counted as lost who made 
no purchases during a calendar year. In this section of the record 
customers were classified in seven groups according to the 
amount of their purchases. 

The lower section of the five-year record was divided in two 
parts. The upper part gave the total number of calls made by the 
salesman, the number of days on which reports were received 
from him, and the average number of calls per day. The lower 
part of this section showed the number of actual or prospective 
customers for whom no estimate of potential purchases had been 
made, chiefly very small users; the number of actual or prospec- 
tive customers for whom the estimate was less than $500; the 
number for whom the estimate was $500 or more; the number of 
firms called upon in each of these classes, and the total number of 
calls made upon each class. This part of the summary record was 
of particular assistance to the sales manager in that it gave him 
an indication of how the salesmen were dividing their time be- 
tween large and small customers. 

On the back of the summary record all customers buying more 
than $2,500 worth of Erven products annually were listed, to- 
gether with their locations, the type of industry, and the amount 
of their annual purchases. 

Exhibits 3 and 4 show the summary sales record filled out for 
the period 1921 to 1925 for the two salesmen:who had their head- 
quarters at the company’s sales branch in Dallas, Texas. The 
territory of the salesman whose record is shown in Exhibit 3 
included northern Texas, southern Oklahoma, and New Mexico. 
The territory of the salesman whose record is given in Exhibit 4 
comprised southern Texas. When the company adopted this form 
of records, in 1925, it had the figures for the preceding four years 
entered also, so that summary data for five years were available. 

The summary records for the Dallas territory showed that as 
a rule the commission earnings of neither salesman were sufficient 
to meet the minimum salary allowed him by the company. Vari- 
ous salesmen had been tried in these territories, but always with 
the same result. In the northern territory, for instance, a sales- 
man employed in January, 1921, left in February, 1922, with a 
balance against him of $370; his successor left in April, 1923, 
with a deficit of $570; the next salesman tried in the territory left 
in February, 1924, also with a charge of $570 against him; the 
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man who replaced this salesman left in October, 1925, with a 
deficit of $3,900. Several changes also had occurred in the south- 
ern territory. 

As the situation did not improve materially in 1926, the com- 
pany concluded that the Dallas territory could not support two 
salesmen. In the summer of 1927, therefore, the northern and 
southern sections of the territory were consolidated and one of 
the salesmen was removed. The tendency toward consolidation of 
territories also manifested itself elsewhere. This enlargement of 
territories was made possible by improved control over salesmen’s 
activities and routings and by the company’s decision to discon- 
tinue sales calls upon a large number of its small customers. 

In December, 1927, from the information which the new sales 
records made available, the sales manager made an analysis of the 
company’s accounts to determine which were profitable. At that 
time the company had approximately 10,000 customers for belting 
and allied products and had an annual sales volume of about 
$4,500,000. The analysis revealed the fact that of the 10,000 cus- 
tomers, 6,600 each purchased less than $100 worth of Erven mer- 
chandise annually ;1,800 each purchased from $100 to $300; and 
the purchases of each of 2,000 customers amounted to $300 or 
more a year. The 2,000 customers in this last group accounted 
for approximately $4,000,000 of the total volume of $4,500,000; 
whereas the 6,600 customers each of whom purchased less than 
$100 a year accounted for but $180,000 of the company’s sales. 
Erven salesmen, however, had been calling regularly upon these 
small customers. The sales manager found in one instance that 
a salesman had made 27 calls upon a customer for $300 worth of 
business. 

This analysis convinced the sales manager that the salesmen 
were devoting altogether too much time to the small accounts. 
In his opinion, it was impractical to call regularly upon those cus- 
tomers whose annual purchases amounted to less than $300. The 
sales manager was confident, moreover, that a large part of the 
small business would continue to come to the company even if the 
salesmen did not solicit the orders. In accordance with these con- 
clusions, the sales manager removed 5 men from the sales force 
and planned to remove 6 more in January, 1928. The annual ex- 
penses and service salaries of these 11 men amounted to $50,000. 
In 1925 the company had had 20 sales branches, 47 sales- 
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men, 3 branch managers, and 4 district managers. In December, 
1927, after the removal of the 5 men, there were, for the 21 sales 
branches which the company had at that time, 44 salesmen and 
3 district managers; each branch was under the supervision of 
one of the salesmen. The salesmen in charge of the branch offices 
were expected to make enough sales to cover, at the usual rates of 
commission, 75% of their minimum salaries; the other 25% was 
charged to administrative expense. 

In 1925, when the company undertook to examine critically its 
marketing situation, it had found that the salesmen as a rule 
were routing their visits uneconomically. Most of the traveling 
was done by automobile. Investigation showed that it was not 
uncommon for a salesman to drive 30 or 40 or 50 miles from his 
headquarters to visit certain customers, to return at night, and 
then to go over the same road the next day to visit firms located 
a few miles from those visited the previous day. Often, more- 
over, the salesmen lived outside of their territories. 

The general sales manager decided to have all salesmen, in so 
far as possible, live near the center of their territories. Further, 
each salesman was to map out, for the approval of the sales man- 
ager, a series of routes by which he could economically cover his 
territory. It was recommended that each route should extend 
from the salesman’s headquarters into the surrounding territory 
and back in the shape of a leaf with two indentations in its outer 
edge, to allow access to the center of the area included in that 
route. The routes planned by each salesman were given code 
numbers. At the beginning of each year, each salesman indicated 
on a form, such as is shown here as Exhibit 5, the route which he 
expected to travel each week of the year. Some routes required 
several weeks to travel and others took only one week or less. 
This route plan was flexible and was subject to change by the 
sales manager or by the salesman for good cause. On all except 
very small customers, the salesmen were expected to call at least 
twice a year. The salesmen solicited orders on these visits, but 
the larger part of the orders from their territories were received 
by mail. On their sales visits, the salesmen were expected to 
interview the master mechanics, superintendents, or other officials 
in charge of actual use of belting. 

The company further decided to make an effort to secure the 
business of firms building new plants or expanding old ones. 


ERVEN LEATHER PRODUCTS COMPANY 21 


EXHIBIT 5 
SALESMEN’s RouTE ForM, ERvEN LEATHER PRopucts COMPANY 
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Prior to this time it had been the company’s opinion that the 
advice of its salesmen as to types of machinery to install had 
little influence with potential belt users who were building new 
plants or remodeling existing plants. The sales manager, how- 
ever, decided to follow trade publications in order to determine 
the firms that were contemplating building projects and to learn 
the names of the engineers and architects in charge. Erven sales- 
men then were notified and were expected to visit the engineers, 
architects, and interested firms and report to the company. At 
stated intervals the sales manager followed up the salesmen in 
regard to this work. 

During the two years following its inauguration of detailed 
supervision of the activities of its sales force, the company was 
able to make substantial reductions in sales expenses. Part of 
these reductions came through decreases made in the number of 
salesmen, clerical workers, shippers, stockmen, and chauffeurs at 
the branch offices; part resulted from the use of salesmen as 


22 HARVARD BUSINESS REPORTS 


branch managers; part resulted from rent reductions following 
removal of branch stocks to low-rent districts; part resulted from 
reductions in branch inventories; and part resulted from de- 
creases in salesmen’s traveling expenses. Exhibit 6 shows average 
monthly inventories and annual rate of stock-turn for the 
branches for 1925 and 1926. Exhibit 7 shows direct and indirect 


EXHIBIT 6 


AVERAGE MontTHLY INVENTORIES AND ANNUAL RATE OF Stock-Turn, 
ERVEN LEATHER PRopucts CoMPANY, 1925 AND 1926 
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expenses in percentage of sales for the first 36 weeks of 1927. The 
company’s immediate goal was direct sales expense of 5.5% of 
sales and indirect expense of 5% of sales. When this goal was 
achieved, the company intended to set a new and lower goal for 
expenses. 

Reductions in the company’s sales expenses had not been accom- 
panied by increases in sales. According to an investigation made 
by a national belting association in 1924, the long-time trend of 
leather belting sales had been horizontal from 1914 to 1924. The 
executives of the Erven Leather Products Company attributed the 
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EXHIBIT 7 


ExPENSES OF SALES BRANCHES OF ERvVEN LEATHER PRODUCTS 
ComPANY IN PERCENTAGE OF GROSS SALES, 
First 36 WEEKS, 1927 
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shrinkage in sales of Erven leather belting in part to general busi- 
ness conditions and in part to increased use of direct motor drives. 
At the close of 1927 the sales manager had sent to each salesman 
a statement of the shrinkage in the purchases of the customers 
seen by that salesman and had asked the salesman to supply an 
explanation of the shrinkage. On the basis of the reply to this 
request, the “remarks” on the customers’ loose-leaf record sheets, 
and his own observations, the sales manager estimated that 10% 
of the shrinkage in the company’s sales of leather belting in 1927 
could be attributed to the competition of direct drives. 

In view of the severe competition which its belting was meeting 
and the accompanying reduction in sales volume, the Erven 
Leather Products Company decided in December, 1927, as a 
means of increasing its total volume, to place increased sales 
efforts upon certain of its products other than leather belting and 
also to add two new products to its line. The product upon which 
the company proposed to increase the sales emphasis first was cup 
packings. Existing sales of cup packings amounted to $350,000 
annually. The larger part of those sales were made to machinery 
manufacturers who used the packings as fabricating parts with 
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their machines. Most of these sales were made directly. The 
company’s exclusive distributors sold packings chiefly for re- 
placements. 

The company’s first step in developing the market for its cup 
packings more intensively was to locate potential customers upon 
whom its salesmen had not previously called. The company found 
70 such users with combined estimated purchases of from $278,- 
ooo annually to $568,000 annually. For visiting these potential 
customers, the Erven Leather Products Company employed one 
salesman who was to devote his entire time to that work. Later, 
when this market had been more adequately cultivated, sales of 
cup packings might be cared for by the salesmen selling the 
other lines. 

The two products which the company proposed to add to its 
line were metallic lacings, used by many firms in place of lace 
leather, and rubber belting. The company would not manufacture 
these products but would affiliate with itself firms that were 
manufacturing them. The products would be sold under the 
Erven name. The sales manager of the Erven Leather Products 
Company stated that there were only two firms in the United 
States manufacturing metallic lacings. 

The decision to add rubber belting to the line was made only 
after serious debate. For years the company in its advertisements 
and through its salesmen had talked of the superiorities of leather 
belting and, for most purposes, the executives were convinced that 
leather belting was superior. For some uses, around acids for 
instance, where the life of a belt in any case would be short, the 
company had not recommended use of leather belting. The chief 
sales argument for rubber belting, in the company’s opinion, was 
its lower initial cost as compared with leather belting. The sales 
manager based his decision to add rubber belting to the com- 
pany’s line primarily upon three things: large quantities of rubber 
belting were being used and if the Erven Leather Products Com- 
pany could secure a reasonable portion of this business without 
increasing its sales force its sales expense percentage would be 
lowered; many firms using both rubber belting and leather belt- 
ing would prefer to buy from a company selling both lines; and 
sales of rubber belting might serve as an entering wedge leading 
ultimately to sales of leather belting. The company did not 
plan to advertise its rubber belting. 
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Commentary: In its broad aspects, and also in detail, the marketing 
problem of the Erven Leather Products Company was similar to the 
marketing problem which confronts many other American manufac- 
turers, especially those in industries which have passed the stage of 
rapid expansion. The company’s problem in broadest terms was to 
maintain volume of sales and to reduce marketing expenses. 

The diagnosis of that broad problem indicates that questions regard- 
ing the following topics arose: relations with distributors; extent to 
which direct sales methods should be used; control of sales force; 
method of paying salesmen; segregation of marketing organization; 
analysis of sales records to ascertain where effort was being wasted; 
competition with other manufacturers of similar products; competition 
with manufacturers of other products used for similar purposes; addi- 
tion of new lines of products; and advertising. Some of these questions 
were clearly and forcefully recognized by the company, whereas little 
attention seems to have been given to others. 

Inasmuch as the company sold well over one-half of its belting 
directly to users, it was in a position to govern its relations with its 
distributors pretty much according to its own needs. It is significant, 
therefore, that the company had determined to grant exclusive fran- 
chises for specified territories to the distributors who secured the 
bulk of the orders not obtained by the company’s own salesmen. The 
reasons why selected distribution rather than intensive distribution was 
needed were the requirement of special attention to the technical quali- 
ties of the product in promoting sales, the assortment of sizes and 
types of belting which a distributor must carry in stock, thus rendering 
duplicate inventories prohibitively expensive, and the requirement of 
installation and repair service. 

As is usual in such cases, the company found it expedient to allow 
the exclusive distributors their regular discount, in most instances, on 
goods which the company sold directly to users located in the protected 
territories. Since such sales amounted to only 3% of the company’s 
total sales, the cost was not a heavy price to pay for preventing friction 
and for preserving goodwill. 

The reduction in the number of exclusive distributors from 135 in 
1924 to 94 in 1928 was the result of a sane and open-minded evalua- 
tion of the services which each distributor was rendering. This reduc- 
tion, furthermore, did not necessarily portend a decline in sales by dis- 
tributors. In fact, the decision of the company to have its salesmen 
cease calling upon 8,400 customers whose annual purchases were small 
afforded an opportunity for distributors to increase their sales in open 
territories. 

The soundness of the company’s policy of selling belting directly to 
large users is substantiated by the fact that the volume of sales was 
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better maintained by the company’s own salesmen than by distributors. 
Furthermore, when the changes in the company’s sales plans had been 
put into effect, the company’s marketing expense for its direct sales 
should have been no higher than the margin of the distributors. 

While the policy of selling belting directly to large users may be 
accepted, therefore, as appropriate in this case, the merits of marketing 
in the same way the various supplies made by the company are not so 
obvious. These supplies comprised such items as packings, gaskets, 
and washers, lug straps, and so on. The possibility that intensive dis- 
tribution of these items, or of some of these items, by supply firms 
would have yielded better results than were obtained under the existing 
plan of sales, deserved more careful analysis than the company appar- 
ently had made of the problem. 

The arrangements under which the sales force operated prior to 1925 
were typical of the lack of sales management in many companies, espe- 
cially in the industrial marketing field.2, The company’s salesmen prior 
to 1925 had a good deal of freedom in arranging their routes. They 
were permitted to be lax in making reports on calls; and the company 
prepared no regular summaries or recapitulations of its sales figures. 

The system of reports and records which the company inaugurated 
in 1925 furnished invaluable information for the formulation of man- 
agement policies and for intelligent sales control. There may be some 
differences of opinion as to the satisfactoriness of the forms in certain 
details, but those questions are immaterial from a broad standpoint; 
the system served its chief purposes adequately. When the facts be- 
came available from these records, the conclusions to consolidate certain 
salesmen’s territories and to control the routing of salesmen more care- 
fully were logical. 

In the operation of its sales branches the company was exercising a 
close control of expenses, studying location problems, and controlling 
branch warehouse stocks from the home office*—sound policies which 
were firmly established in this company’s practice. 

On the subject of the segregation of the marketing organization, 
reference already has been made to the question of using a plan for 
marketing supplies different from the one used for marketing belting. 
More need not be said on that here. It is significant, however, that the 
company had deemed it wise to establish a subsidiary company for 
marketing shoe materials and to employ a specialty salesman for intro- 
ducing cup packings more widely. 

The company’s merchandising policy, as exemplified by the increased 
sales attention given cup packings and by the addition of metallic 
lacings and rubber beltings to its line, implies numerous questions of 

*See Munro-Cliff Company, page 245; Boden Paper Company, page 283; An- 


trim Paper Company, page 288; Exton Gear Company, page 56. 
*See Roark Saw Works, 2 H. B. R. 502. 
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sales organization and selling methods, as well as questions pertaining 
to the fundamental determination of the policy itself. This seems to 
have been a field, however, in which the company was feeling its way 
without having made a thoroughgoing study of the matter. 

One of the two topics of major significance in this case is the analysis 
of the company’s sales records and the consequent decision of the com- 
pany to have its salesmen cease calling upon customers whose annual 
purchases were less than $300 each.* The analysis showed that, 
roughly, 90% of the company’s sales were made to 20% of its cus- 
tomers. Stated otherwise, the company sold $4,000,000 worth of mer- 
chandise to 2,000 customers and $500,000 worth of merchandise to 
8,400 customers; four times the effort for one-eighth as great results. 
An analysis of the data for the individual districts shown in Exhibits 
3 and 4 indicates that in the northern Dallas district in 1925 there were 
among a total of 290 customers 204 customers whose average annual 
purchases were $25 each, while the average annual direct selling expense 
per customer in that district also amounted to $25. In the southern 
Dallas district, for 107 out of a total of 142 customers the average 
annual purchases amounted to $25.41 and the average annual direct 
selling expense per customer in the district to $28.39. Under such 
circumstances selling expense percentages inevitably were high. 

Since nearly as much sales effort was spent on many a small cus- 
tomer as on a large customer, the company, by discontinuing sales 
efforts on small customers, could make a material reduction in its selling 
expense, without jeopardizing more than 10% of its sales. 

The analysis crystallized the company’s main task in selling belting 
as one of dealing effectively with the 2,000 large purchasers on its 
books and with other prospective large purchasers. The company had 
not aimed its sales organization and its sales plans at that objective 
prior to 1928; hence substantial changes were necessary. The first 
change took the form of a reduction in the number of salesmen em- 
ployed. A conscious pursuit of the revised objective was certain, how- 
ever, to lead to other important modifications of the company’s selling 
and sales promotion methods. 

One question that seemed likely to arise out of the change in the 
company’s marketing objective was that of the method of paying sales- 
men.® The use of the guaranteed minimum salary and commission 
plan may have been satisfactory under the conditions that existed prior 
to 1928. The rates of pay that were applicable to sales to customers 
whose annual purchases predominantly were less than $300 each, how- 
ever, were hardly likely to prove satisfactory, from the company’s 
standpoint, when the salesmen were selling only to large customers. 


*See also Multiprint Company, page 209. 
5See also Paley Truck Company, page 252; J. P. Shaftesbury Company (A), 
page 259; and Arnold Machinery Company, page 263. 


28 HARVARD BUSINESS REPORTS 


The other topic of major significance in this case related to the com- 
pany’s competition with other manufacturers and the manner in which 
advertising was employed in meeting that competition. Keen competi- 
tion was encountered from other manufacturers of belting, some of 
whom were of the “shoestring” type. The fact that the belting market 
was one in which sales were not expanding made this competition par- 
ticularly severe. The Erven Leather Products Company was directing 
its efforts primarily in its advertising and in its selling toward meeting 
this competition from other belting manufacturers. This fact was evi- 
denced by the emphasis, in the company’s advertisement quoted, on 
the longer life of Erven belts and by its booklet on the care of leather 
belts. 

The company had begun to give some attention to the competition 
of other types of power transmission equipment but it seems not to 
have grasped the fact that one of its major tasks was to meet that com- 
petition. The manufacturers of electric motors and chain drives were 
stressing in their advertising the merits of those types of power trans- 
mission and incidentally referring to the merits of their particular makes 
of equipment. They were emphasizing primary buying motives, whereas 
the Erven Leather Products Company and other belting manufacturers 
were attempting to appeal only to selective motives. The manufac- 
turers of electric motors and chain drives were meeting with so much 
success that they were selling their equipment in some instances for 
purposes for which belts were better suited. 

The problem in selling belts for new construction was primarily one 
of selling that type of power transmission. Apparently the Erven 
Leather Products Company had not made much headway in influencing 
companies planning new construction to buy its belts, and it may be 
presumed that one reason for this inferior attainment was the em- 
phasis placed on Erven belts, when the potential customers were more 
interested in the question of whether to use belts or motors. 

This case affords an excellent example of the interdependence of dis- 
tribution, merchandising, selling, sales promotion, and advertising 
policies. The company had made notable progress in dealing with its 
distribution and selling problems. 


January, 1928 MoT. 


MULTIPRINT ComPANY? 
MANUFACTURER—OFFICE EQUIPMENT 


MARKET SELECTION—Discontinuance of Sales Work in Outlying Territories. 
Because many of its sales apparently were made at too high an expense, 
the company, a manufacturer of office equipment for printing and ad- 
dressing, analyzed its market to separate the profitable business from 
the unprofitable. As a result of the analysis, the company decided to 
discontinue 20 of its 50 branch offices and to concentrate its sales 
efforts in the larger cities and upon the larger users. This step enabled 
the company to release go salesmen and to improve its percentage of 
profit appreciably. 

DIsTRIBUTION CHANNELS—Direct Selling Replaced by Distributors. The 
company, a manufacturer of office equipment for printing and address- 
ing, decided to discontinue direct selling in the smaller cities and towns, 
and instead to sell through stationery stores and adding machine com- 
panies in those localities. Sale through these distributors proved un- 
satisfactory, however. 


SALES Force Controt—Centralized Supervision of Salesmen’s Activities. 
Because its sales expense was judged to be too high, the company, a 
manufacturer of office equipment for printing and addressing, decided 
among other measures to improve its sales force control. For this pur- 
pose it obtained an exhaustive list of prospective customers; directed 
the sales calls of its salesmen and required the salesmen to maintain 
records and to report calls. 


(1924-1926) 

The Multiprint Company manufactured a line of office equip- 
ment similar to the so-called ‘““Multigraph” and “Addressograph” 
machines. The chief items in the line were printing, typewriting, 
and folding ‘“Multiprints,”’ to which was added in 1926 an 
addressing machine. The company’s sales volume of machines, 
attachments, and supplies in 1924 amounted to $4,000,000, which 
was slightly less than sales in the previous year. About 25% of 
the sales were made in foreign countries. By 1925 profits of the 
Multiprint Company had decreased to a highly unsatisfactory 
point. Since the costs of production could not be appreciably 
decreased, the company sought to increase earnings by improving 
its marketing methods. 

The printing machines were the most important in the Multi- 
print line. They were small and compact and could be used to 


* Fictitious name. 
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produce, with printer’s ink, letters, folders, post cards, sales bills, 
bulletins, tags, labels, office and factory forms—in fact, any kind 
of printed matter, except fine-screen halftones, which did not 
require a printing area exceeding 8 5/16 inches by 134 inches. 
The large machines were operated by electric motors and were 
guaranteed to print at the rate of 4,500 copies an hour. 

The buying motives to which the company appealed were 
economy in use and increase in sales. It was stated that pur- 
chasers’ sales could be increased by the use of attractive direct- 
mail material and that economy could be effected by reducing 
printers’ bills. Testimonials were used extensively in making 
these appeals. In a survey made by the company in which 2,000 
users in 20 localities were circularized, it was found that the aver- 
age company had a printing expense 43% less than it would have 
had if all its printing were done by job printers. 

When the chief appeal to be used in a particular instance was 
economy, the salesman endeavored to see the office manager, the 
treasurer, or the comptroller in the prospective customer’s organi- 
zation. When increase in sales was the predominant appeal, the 
advertising manager or the sales manager was approached. One 
of the salesman’s most difficult tasks was to find and to see the 
right man. The task of gaining admission to potential customers 
was somewhat lightened by the company’s direct-mail advertising; 
but the sales manager believed that making contacts was an indi- 
vidual problem, varying with the salesman and the prospective 
purchaser. Sometimes, when a salesman was able to obtain the 
name of the man who determined the purchase of office equip- 
ment, an interview was facilitated by a personal letter written by 
the salesman, or, at his request, by the division manager or by the 
home office. The period of negotiation preceding a sale frequently 
involved four to six months and eight to twelve calls. 

Sales of machines and attachments constituted 50% of the 
total business. The other 50% was made up of sales of supplies, 
such as inks, ribbons, type, stands, stools, and electrotypes. All 
supplies were purchased by the Multiprint Company for resale. 
Prices for machines ranged from $215 for a small hand-operated 
printing machine to $2,000 for a large, electrically operating 
Multiprint with motor and attachments. Orders for supplies 
generally were for less than $100, although sometimes they were 
for as much as $9,000. Prices were f.o.b. division sales office; 
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cartage was free to customers in the localities of the division 
offices. Of total deliveries, 99% were made from the division 
offices. 

All Multiprint sales in the United States and Canada were 
made directly to the users. In other countries, Multiprints were 
distributed through agents. For its direct sales the company had, 
in 1924, 52 division offices, 4 of which were in Canada; there 
were, in addition, 50 division branch offices. The company em- 
ployed 290 regular salesmen, all of whom had definite sales areas 
and lived in their division territories. At each of the larger divi- 
sion offices there were a manager who did no selling; regular 
salesmen; junior salesmen, who handled service and supplies; 
sales promotion workers; and an office force. At each of the less 
important division offices there were a manager who did selling, 
a regular salesman, sometimes a junior salesman, and a book- 
keeper. A division branch office usually was operated by one reg- 
ular salesman. The customary stock carried at a division office 
averaged from $20,000 to $25,000. 

On all machine sales in his division a division manager was 
allowed a commission of 40% of the standard sale price and on 
sales of supplies he was allowed a smaller and varying commis- 
sion. Out of these commissions he had to pay the expenses of his 
office, including commissions to the regular salesmen. The com- 
mission to most regular salesmen was 20%; a few regular sales- 
men who traveled in outlying territories and whose traveling 
expenses therefore were unusually high received a 25% commis- 
sion. Regular salesmen paid their own expenses from their com- 
missions. They also paid the salaries and commissions of the 
junior salesmen; those salesmen were employed by the regular 
salesmen at their option and worked under their direction. 

The company endeavored to have a representative call upon 
each user of its machines once every 30 or 60 days for the pur- 
poses of selling supplies, of keeping the machines in repair, and 
of increasing the use of the machines. Many owners, especially 
the smaller companies, were inclined to use the Multiprints infre- 
quently because they were not labor-saving devices for necessary 
work in the sense that calculating machines were, for instance; 
the use of Multiprints meant additional labor. The company 
wished to stimulate use of its machines not only because this 
would increase sales of supplies, but also because it would reduce 
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the number of second-hand machines which might appear on the 
market. This task of calling on users was usually performed by 
the regular salesmen, although the company encouraged those 
salesmen to employ junior salesmen for this work. There were 
about 50 junior salesmen in 1924. 

The company had exercised little control over its sales force. 
The division managers usually had the point of view that they 
were in business for themselves. The salesmen were supposed to 
report prospects and were expected to add three new prospects 
a day; but their cooperation was slight. They received no assist- 
ance from the company in locating prospects, except that the com- 
pany referred to them any inquiries which it received. 

In 1924, although the volume of business was deemed satisfac- 
tory, the company barely made a profit. Furthermore, many sales- 
men, especially those on a 25% commission, were complaining 
that their earnings were too low. A number of them clayned that 
the market was saturated and that the company needed new lines. 
Many of the division offices and a majority of the division 
branches showed a loss. After analyzing the situation, the man- 
agement came to the conclusion that many sales were made at too 
high an expense. 

The company had adopted the slogan, “A Multiprint in every 
town.” The sales manager believed that the slogan should be 
revised to read—‘‘In every town a Multiprint which can be sold 
at a profit.” He stated that concentration on the larger cities 
would not only reduce selling expenses, but also would increase 
the sale of the larger machines upon which the company made 
proportionately a greater manufacturing profit. He did not 
believe that the market was saturated. In his opinion, the diffi- 
culty was that the salesmen were in a rut and were failing to 
search out many good prospects. 

The sales manager recommended, therefore, a thorough analy- 
sis of the market with the view of determining the location of 
all possible customers. The unprofitable division offices could not 
be immediately discontinued, since the company had made con- 
tracts for a period of years with their managers. It was believed, 
however, that with a careful analysis and with an effective method 
of control of sales force, most of the division offices could be made 
to yield satisfactory profits. 

With regard to the branch offices, which were located usually 
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in cities of less than 100,000 population, and with regard to sales 
efforts in all other small cities not close to the division offices, the 
company had the choice of several plans. First, it could discon- 
tinue direct selling in all the smaller cities and towns, whether 
branch office cities or not, except those few which had been 
profitable. Second, it could continue selling directly in only about 
one-half or two-thirds of the branch office cities which, in the 
opinion of the sales manager, could be put on a profitable basis 
if the sales efforts were properly directed. Third, with the adop- 
tion of either of these courses, the company might sell through 
stationery stores and adding machine companies to supplement 
its direct sales. 

The company decided, in 1925, to continue 30 of its branches 
and to sell through stationery stores and adding machine com- 
panies in the smaller communities. But after a year of experience, 
indirect selling was abandoned for several reasons. The retailers 
had begun to ask that the machines be sent on consignment, 
whereas the company wished them to buy the machines outright. 
Sales were smaller than anticipated, it was thought, largely be- 
cause Multiprints required more sales effort than retailers were 
willing to exert and greater skill in selling than most of them pos- 
sessed. Furthermore, the Multiprint Company had to render con- 
siderable repair service in the territories of the retailers. The 
company also found itself in possession of a number of second- 
hand machines from retailers who had misused or abused the 
machines in demonstration. 

The method adopted to put on a profitable basis the 30 branch 
offices which were continued was the same as that used in re- 
vamping the sales policies of the division offices. The new policy 
consisted of an analysis of the market and of direction and con- 
trol of sales efforts. 

The first step in the analysis was to obtain from financial and 
trade catalogs and registers the names of all possible purchasers 
of Multiprints. The names were classified according to location 
and according to 10 major vocational groups. These groups were 
manufacturing companies, banks, brokers and commercial paper 
houses, insurance companies, churches, associations and organiza- 
tions of all sorts which maintained offices, department stores and 
other large retail stores, smaller retail stores, wholesalers, and 
laundries and dry cleaners. By far the largest group was manu- 
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facturing companies. When possible, the financial ratings of the 
organizations in these groups also were obtained. Organizations 
with less than a $50,000 rating were eliminated as probably being 
too small to justify the company in calling on them. The analysis 
revealed many more possible users than was expected either by 
the officers of the company or by the salesmen. For instance, it 
showed to one salesman who had complained that his territory 
was saturated that he had visited only 20% of the possible users. 
During the first month after he received the prospect list for his 
territory from the company, this salesman made the largest sales 
in his experience. 

Of the potential customers the company decided, except in spe- 
cial instances, to approach only those companies located within 
a so-mile radius of a division or branch office. This policy of 
concentration in small areas, combined with the elimination of 
20 branch offices, enabled the company to reduce the number of its 
regular salesmen from 290 to 200. At the same time, most of the 
sales obtained at the greatest cost were eliminated, and the aver- 
age size of order tended to be increased. 

The activities of the salesmen were further directed by having 
them concentrate on one of the ten vocational groups at a time. 
The company started its campaign with two mailings a month 
for six months to all names in the group selected for attention. 
Letters were addressed to officers of companies when names were 
obtainable. At the end of the six-month period, a follow-up by 
the salesmen was required. The salesmen were further required 
to keep two files of customers. One was an active prospect file 
for companies which should be called on within a month; the 
other was for possible customers, from which were obtained the 
names for the active prospect file. A “possibility” became a 
“prospect” after a favorable call was made or after receipt of 
inquiry from the possible customer. The names of possibilities 
were obtained by the home office and mailed to the salesmen. 
Each salesman was expected at all times to have about 50 names 
in the active file. 

The salesmen also were required to report each month to the 
office of the sales manager the calls they had made, to state 
whether the firms called upon were users or nonusers, and to indi- 
cate whether those firms had been visited previously. This in- 
formation guided the company in its direct-mail advertising. 
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To reduce the expense of inventories at the divisions and to 
decrease freight charges, in 1926 the company began quoting 
prices f.o.b. factory instead of f.o.b. division offices. The orders 
of the division offices had not been large enough to effect savings 
through carload shipments. Promptness in delivery of machines 
to customers, furthermore, was not necessary in most cases; the 
purpose of stocks was chiefly for demonstrations. Since most 
customers agreed to accept shipments direct from the factory, 
within a year the average inventory at the division offices was 
decreased one-third, and it was expected that the inventory even- 
tually could be reduced to one-half. The company anticipated a 
saving of $70,000 annually by quoting prices f.o.b. factory. 

In 1926 the company experimented successfully in four large 
sales divisions with sales campaigns directed to “millionaire 
firms,” that is, firms with a financial rating of $1,000,000 or over. 
Sales to these firms were made at a lower relative expense and 
the machines purchased by this group were manufactured at a 
lower relative cost. The average machine purchased by this group 
sold for $1,500, which was near the maximum unit sale. 

These new sales policies enabled the company to increase 
slightly its volume of sales, to decrease manufacturing costs be- 
cause of the greater sale of large machines, to decrease selling 
expenses, to increase the earnings of salesmen, and to double its 
own profits within one year after the change was made. 


CoMMENTARY: The outstanding feature in the experience of the 
Multiprint Company recorded in this case was its diagnosis of its 
problem. The precipitant of the problem was the low profit earned by 
the company at a time when the salesmen were complaining of inad- 
equate compensation. From its preliminary consideration of the situa- 
tion, the company concluded that marketing expenses were too high, 
rather than that sales volume was too low. The company thus ap- 
proached its problem with greater sanity than has been manifested by 
numerous companies under similar circumstances. 

The company then proceeded to ascertain where its selling expenses 
were in the highest ratio to sales. This analysis indicated that it was 
devoting too much attention to the small, scattered market areas and 
to small users in the denser market areas.” The preparation of the list 


2 The similarity between the results of this analysis and those obtained by the 
Erven Leather Products Company (page 3) is to be noted. Although the prob- 
lems of marketing belting and those of marketing multiprint machines differ in 
many respects, the two companies had this problem in common. 
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of potential users of such equipment revealed many unrealized sales 
opportunities in the denser areas. The company decided, therefore, to 
withdraw from the least profitable market areas. 

The experiment with distribution through dealers in the market 
from which salesmen were withdrawn yielded unsatisfactory results. 
The reasons therefor were the lack of specialized knowledge by the 
dealers, the inability of dealers to render satisfactory repair service, 
and the accumulation of second-hand machines used by dealers for 
demonstration purposes. This result indicates a lack of the right type 
of dealers in this particular industry rather than the general impossi- 
bility of using the services of dealers for such purposes. In several 
other industries there are dealers who act as satisfactory distributors 
under such circumstances.* 

The neglected sales opportunities in the larger markets disclosed by 
the company’s list of prospective customers with ratings above $50,000 
show the danger of permitting salesmen complete independence in 
locating their prospects.* 

By eliminating firms with credit ratings below $50,000 from the list 
of prospective customers and by concentrating sales efforts in territories 
within a 50-mile radius of a division or branch office, the company was 
able to reduce the number of salesmen from 290 to 200, increase its 
volume of sales, increase the sales of larger and more profitable ma- 
chines, decrease manufacturing costs, decrease the ratio of selling 
expense to sales, increase the earnings of salesmen, and double its 
profits. Such an achievement could be accomplished only by a company 
which based its decisions on a careful diagnosis of its problem and a 
full knowledge of the pertinent facts. The company benefited materi- 
ally by ascertaining the facts instead of experimenting blindly. 


January, 1928 Mie 


*See National Rock Drill Company (A), page 113. 
“See also Boden Paper Company, page 283; Antrim Paper Company, page 288; 
Munro-Cliff Company, page 245; Exton Gear Company, page 56. 


QUEENSBURY Pump Company’ (A) 
MANUFACTURER—VACUUM PUMPS 


Market SELECTION—IJntroductory Sales Program for New Product. The 
company developed and patented a type of vacuum pump superior to 
similar pumps then on the market. Instead of undertaking to cultivate 
all potential markets for this product simultaneously, the company 
decided to focus its initial sales efforts on the large firms in those in- 
dustries which constituted the most fruitful and most easily entered 
markets. 


Pricinc—Determination of Price for New Product. The company developed 
and patented a type of vacuum pump superior to similar pumps then 
on the market. Although it did not wish to sell the new product on a 
price basis, the company, since this would allow it a satisfactory gross 
margin, decided to set the prices of the pumps slightly below the level 
of competitors’ prices, rather than at or above that level. No mention 
of price was made, however, in the circular letters in which the com- 
pany announced the product to prospective users. 


(1927) 

Early in 1927 the Queensbury Pump Company completed the 
development of a vacuum pump which could be made in any ca- 
pacity to give a high degree of vacuum theretofore obtainable only 
by small pumps designed for laboratory use. The new Queens- 
bury pumps would be made in sizes ranging from a displacement 
capacity of 50 cubic feet of air per minute to several thousand 
cubic feet per minute. In connection with the marketing of this 
new product, it was necessary for the Queensbury Pump Com- 
pany to decide whether it should undertake to develop all poten- 
tial markets for the product simultaneously or whether it should 
focus initial sales effort on selected markets. A decision also had 
to be reached as to sales prices. 

Annual sales of the Queensbury Pump Company were in excess 
of a million dollars. The company manufactured road oiling and 
tarring equipment, street sweepers, power pumps, and clutches. 
The road oiling and tarring equipment and the street sweepers 
were sold to municipalities and road contractors. Among the prin- 
cipal users of Queensbury power pumps were the petroleum in- 
dustries, the shipbuilding industry, manufacturers of fuel oil 
equipment, manufacturers of roofing and floor coverings, paint 





1 Fictitious name. See also Queensbury Pump Company (B), page 122. 
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and varnish manufacturers, the dye and chemical industries, 
sugar refineries, steel manufacturers, meat packers, soap manu- 
facturers, manufacturers of confectionery, and textile mills. The 
company sold its clutches outright to selected mill supply firms. 
All the other products it sold directly to users. 

The Queensbury Pump Company operated seven sales 
branches. Two were on the Pacific coast; two were in the Middle 
West; one was in the South; and two were in the East. At each 
branch there was a manager who was active in selling and at sev- 
eral of the branches there were one or two salesmen in addition. 
Six salesmen traveled from the main office, which was located in 
the East. The branch managers were competent men and were 
allowed a large measure of freedom in directing sales activities in 
their own territories. Each branch manager and salesman sold 
all the company’s products except the clutches, which were han- 
dled by the mill supply firms. 

With the exception of the clutches, all the company’s products 
in general were sold at prices above those for competing products. 
The company was known as a manufacturer of high-grade 
equipment and its salesmen were trained to emphasize the per- 
formance of the products and their low operating and repair 
costs. Prices of Queensbury clutches were comparable to prices 
of competing equipment. 

Vacuum pumps were used in a variety of industries. Manufac- . 
turers of electric light bulbs required vacuum pumps for exhaust- 
ing the air from the bulbs before sealing them. An executive of 
the Queensbury Pump Company stated that, inasmuch as pumps 
giving the high degree of exhaustion required by the manufac- 
turers of electric light bulbs never had been made in large capaci- 
ties, those manufacturers were obliged to use small laboratory 
pumps. The exhaustion given by these pumps, he stated, was not 
perfect, and the process was completed by the burning of a chem- 
ical in the bulbs after they were sealed. The executives of the 
Queensbury Pump Company were confident that the new Queens- 
bury pumps, since they could be made in large capacities while at 
the same time giving a high degree of vacuum, would facilitate 
the manufacture of electric light bulbs. It also was possible that 
the degree of exhaustion given by the new pumps would make 
unnecessary the burning of the chemical in the sealed bulbs. 

Other users of vacuum pumps were manufacturers of radio 
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condensers, makers of X-ray tubes, manufacturers of pharmaceu- 
ticals, manufacturers of electric cables and other items requiring 
impregnation, manufacturers of impregnating apparatus, makers 
of thermometers, manufacturers of chemicals, manufacturers of 
vacuum bottles and jars, manufacturers of vacuum pans, evapora- 
tors, stills, and other vacuum equipment, manufacturers of cheese, 
manufacturers of condensed, evaporated, and powdered milk, 
other manufacturers of foods cooked by vacuum process, and 
canneries. There also were other markets which, in the opinion 
of the Queensbury Pump Company, might be developed. In some 
of the potential markets for the new Queensbury pump the desir- 
ability of a pump which would give a high degree of vacuum was 
clearly recognized; in other of the markets an exceptionally high 
degree of vacuum was not deemed so important. 

Vacuum pumps often were used in connection with other 
vacuum equipment such as stills, evaporators, and pans. Some- 
times they were sold as a part of that equipment and sometimes 
they were sold directly to users. An executive of the Queensbury 
Pump Company stated that there were four or five prominent 
manufacturers of vacuum equipment in the United States. 

In 1927, when the Queensbury Pump Company was ready to 
market its high vacuum pump, there were in the United States, an 
executive of the company stated, five large manufacturers of 
vacuum pumps. According to executives of the Queensbury Pump 
Company, the pumps of these manufacturers did not give nearly 
so high a degree of vacuum as was given by the Queensbury 
pumps nor were they made in such large capacities. The Queens- 
bury pumps, moreover, were exceptionally simple in construction. 
Tests had satisfied the company that the pumps not only were 
unusually efficient in performance but also uncommonly econom- 
ical in operation. Repairs, it was anticipated, would be needed 
infrequently. The pumps were completely protected by patents. 

Competing vacuum pumps of 50 cubic feet capacity were being 
sold for from $275 each to $300 each and prices for larger sizes 
were correspondingly higher. The Queensbury Pump Company 
could sell its vacuum pumps in the 50 cubic feet size for $250 each 
and still have a liberal gross margin. The low cost resulted from the 
simplicity of the construction of the new product. If the company 
set the prices for its pumps below the level of competing prices, 
it not only would have the sales advantages of efficiency and qual- 
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ity but also the advantage of price. On the other hand, Queens- 
bury products always had been sold on a basis of quality; the 
company stressed low ultimate cost as opposed to low initial cost. 
It was possible, moreover, that if the company set its prices below 
competitors’ prices the competitors would reduce their prices. 

Financially the Queensbury Pump Company was in a posi- 
tion to undertake the immediate development of all its 
potential markets. To do this thoroughly would require substan- 
tial additions to the sales force, inasmuch as personal solicitation 
probably would be necessary for making sales. In order to con- 
vince users, furthermore, that the new pumps would give the 
results ascribed to them, the company might find it necessary to 
make trial installations. If the company’s salesmen were con- 
ducting negotiations with a large number of potential customers 
simultaneously, a heavy investment in machinery installed on 
trial might result. Considerable sales resistance, moreover, prob- 
ably would be encountered, especially among small users of other 
makes of pumps, who, even though convinced of the merits of the 
Queensbury pumps, would hesitate to scrap existing equipment 
and purchase new equipment. This resistance probably would 
necessitate a long period of missionary work. The executives re- 
called that when the company first had placed a salesman in the 
Middle West for its power pumps he had not earned his salary 
and expenses for three years. 

Instead of undertaking to develop all its potential markets at 
once, the company could select certain territories for thorough 
development or it could select certain industries upon which to 
focus its sales efforts. The manufacture of electric light bulbs, for 
instance, was concentrated in the hands of a very few companies, 
each of which could use several hundred vacuum pumps. If the 
company could persuade these well-known firms to use its pumps, 
moreover, that fact would serve as a sales argument in securing 
orders from smaller users. Another, concentrated market for 
vacuum pumps was among manufacturers of vacuum equipment, 
who often sold vacuum pumps with the pans, dryers, stills, and 
other items that they manufactured. Manufacturers of radio 
condensers were another group of users who, like the manufac- 
turers of electric light bulbs, recognized the importance of a high 
vacuum. 

The Queensbury Pump Company decided to set the prices of its 
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vacuum pumps slightly below the level of competitors’ prices. 
Pumps of 50 cubic feet capacity, for instance, would be sold for 
$250 each, whereas the price of other vacuum pumps of that 
capacity generally was $275. Queensbury pumps of a larger size 
which the company anticipated would be popular were to be sold 
for approximately $750 each. Competing pumps of that size cost 
about $900 each. 

The company further decided not to undertake to develop all 
its potential markets simultaneously. It was of the opinion that 
its existing sales force with a few additional salesmen would be 
able to take care of the demand for the new product if the mar- 
kets were developed gradually. The company proposed to circu- 
larize a selected list of two or three thousand firms in those indus- 
tries which apparently constituted the largest and most easily 
entered markets for the new product. Among the industries circu- 
larized were manufacturers of electric light bulbs, manufacturers 
of radio condensers, manufacturers of vacuum equipment, makers 
of X-ray tubes, and manufacturers of electric cables. The com- 
pany’s circulars were sent to large and medium-size companies in 
the selected industries; companies with ratings of less than 
$50,000 were not circularized. 

In most instances the circular letters were sent to engineers or 
others interested in the technical aspects of the product. No men- 
tion of price was made in this advertising. The high degree of 
vacuum given by the new pumps, the fact that they could be pur- 
chased in any capacity, and the high quality of Queensbury prod- 
ucts were stressed. In each circular letter a stamped and 
addressed return card was enclosed to be used if further informa- 
tion was desired. The card also contained spaces for the names of 
other persons in the firm who would be interested in receiving 
additional information. Between 20% and 25% of the persons 
circularized replied, and many sent in additional names. 

The inquiries received were referred to the proper branch man- 
agers for follow-up. The company’s branch managers and sales- 
men concentrated their sales efforts upon approximately 20 very 
large users, including the leading manufacturers of electric light 
bulbs and of vacuum equipment. With the exception of the New 
York territory, branch managers and salesmen did not, as a rule, 
visit small and medium-size users of vacuum pumps except in 
response to inquiries. In the New York territory, one man under- 
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took to visit all potential users. During the first six months he 
secured but one order. After that time he secured many orders. 

During its introductory sales efforts the company found it nec- 
essary to make trial installations on about 50% of its orders. 
Some potential users were extremely skeptical of the possibility 
of a pump of large capacity being able to draw a high vacuum. 
One potential customer said he did not believe it could be done 
and refused to permit one of the pumps to be installed for trial in 
his plant. Most of the large potential customers visited, however, 
were interested in the new product, and several placed large 
orders. No price concessions were made to secure the orders of 
these large users. Several manufacturers of vacuum equipment 
agreed to standardize upon Queensbury pumps. Those manufac- 
turers were allowed a discount of 15% from the company’s prices 
to users. 

The company anticipated that the orders which it would secure 
from the large users upon which it was concentrating its sales 
efforts would enable it to put production of the new product upon 
a quantity basis. Later the company expected to begin to de- 
velop other markets and to solicit orders from smaller users. 


CoMMENTARY: The Queensbury Pump Company prepared an 
especially well-coordinated and strategically planned program for mar- 
keting its new vacuum pumps. By sending sales circulars to plant 
engineers and other technical operating executives in 2,000 to 3,000 
companies, it was addressing its initial sales message to the individuals 
who would, in most instances, initiate the purchases of such equipment. 
Through these circulars some of the most likely prospective customers 
could be located while, at the same time, practically the entire market, 
except for small users, was blanketed by the announcement. This 
blanketing of the market was advantageous in that it would help to 
guard against loss of sales through ignorance on the part of potential 
but unreached customers while the market was in the process of culti- 
vation by the company’s salesmen. 

Although the plan for the gradual development of the market which 
the company adopted probably did not yield so many immediate sales 
as might have been obtained by a broader scale of sales efforts, it was 
the logical plan to follow. By following this plan the company avoided 
the expense of hiring, training, and managing a large number of new 
salesmen, whose services would not have been needed after the market 
had been covered thoroughly. The risk of a heavy investment in ma- 
chinery installed on trial also was avoided. 
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By concentrating its sales work on a selected group of large users 
and on those who had replied to the blanket circular, the company 
gained three advantages in addition to the economy resulting from not 
increasing its sales force materially and the avoidance of risk of heavy 
inventory. The large users were likely to be the most receptive to new 
offerings of equipment and also to be able to finance the purchase of it. 
Hence, sales resistance would be less in dealing with that group of 
prospective customers. In the second place, those users were able to 
give large individual orders, thus tending to enable the Queensbury 
Pump Company to keep down the ratio of its selling expense to sales 
during the introductory period. In the third place, as soon as some of 
the large users had installed the new pumps, knowledge of that fact 
would begin to percolate down to smaller potential customers, and 
thereby sales resistance would be lessened in that segment of the 
market by the time the company’s salesmen were ready to cultivate it. 

Inasmuch as the prices decided upon by the company, although 
lower than competitors’ prices, promised to yield a satisfactory profit, 
they were the right prices to use. With these lower prices, however, 
the company might easily have stumbled into a pitfall. That pitfall 
was the use of lower prices as the primary sales appeal. If the com- 
pany had stressed the fact that its prices were lower than those of com- 
petitors, the attention of potential customers would have been focused 
on comparative prices instead of upon comparative performance, and 
the merits of the new Queensbury pumps might easily have been neg- 
lected. The company shrewdly avoided this pitfall by omitting any 
mention of price in its initial sales circular. Thus, attention was di- 
rected to the merits of the Queensbury pumps without reference to 
price. The lower sales prices thus became a secondary and at the 
same time a more effective sales argument than they would have been 
if they had been featured. 

Such products as vacuum pumps are bought for rational motives and, 
if the technical reasons why a particular make should be bought are 
made clear, then price, whether higher or lower than competitors’ 
prices, is weighed calmly by prospective buyers as one factor in deter- 
mining their decisions on whether or not to purchase. When price is 
stressed as the chief sales argument, however, the other factors seldom 
are given their proper attention. The strategy adopted by the Queens- 
bury Pump Company enabled the company to gain the advantage of 
quoting prices below those of competitors, while at the same time price 
was placed in its proper perspective and the company sold its pumps 
on a performance basis. 


November, 1927 My 1c; 


GLEN Toot ComPpANy* 
MANUFACTURER—ELECTRIC DRILLS 


SALES PLANNING—Development of New Market to Reduce Sales Fluctuations. 
In order to reduce the severe cyclical fluctuations in its sales, the com- 
pany, whose chief products were heavy portable electric drills and 
grinders for use by manufacturers, decided to develop the market among 
small, intermittent users such as machine and repair shops. To meet 
the needs of this market it was necessary for the company to manu- 
facture a line of lighter and cheaper tools. 


DIsTRIBUTION CHANNELS—Distributors Utilized in Preference to Direct 
Selling. When the company, a manufacturer of portable electric drills 
and grinders whose sales had been confined chiefly to manufacturers, 
undertook to develop the market for its products among small, inter- 
mittent users such as machine and repair shops, it had to decide whether 
to sell directly or through wholesalers and supply firms. The company 
decided to sell through selected wholesalers and supply firms and to 
support their sales efforts with missionary work. 


(1924-1927) 


The Glen Tool Company manufactured portable electric drills 
and grinders designed for heavy production and maintenance 
jobs. It also produced, as an incidental line, small stationary 
electric drills and grinders. Total sales in 192 3 were approxi- 
mately $750,000. With the exception of a small volume of sales 
secured through manufacturers’ agents, the company made all 
sales, of both types of tools, directly to users; 40% of its direct 
sales were made to Class A customers, 40% to Class B, and 20% 
to Class C. Class A were automotive manufacturing companies; 
Class B were railroads, railroad car manufacturers, shipbuilders, 
bridge and structural steel manufacturers, and fabricators of 
steel; Class C were intermittent users such as machine shops, 
maintenance shops, and large garages and service stations. 

The sales of the Glen Tool Company had fluctuated severely, 
because in depression periods all except the intermittent users 
made pronounced curtailments in their purchases. The amplitude 
of yearly fluctuations was sometimes as much as 60%. In order 
to reduce the variations in sales, and thereby to reduce heavy 
overhead charges, the company decided to develop the Class C 


* Fictitious name 
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market, the intermittent users. The company had the choice of 
increasing direct sales or of using wholesalers and mill supply 
firms. If the latter course were adopted, it had to determine how 
intensive to make the distribution. 

Class B customers usually bought several drills at a time; an 
initial order frequently involved from 15 to 25 tools, amounting 
in value from $1,200 to $2,000. The average cost of a tool was 
$83. In selling to this market, the salesman needed a thorough 
knowledge of the technical uses of the tools. Four to eight calls 
were usually necessary to convince customers of the advisability 
of using electric tools. New customers generally were companies 
which the salesmen had induced to substitute electric tools for 
pneumatic tools. Much sales resistance was encountered because, 
although electric tools generally were admitted to be more eco- 
nomical to operate, the pneumatic system could be used for a 
variety of additional purposes, such as hammering and compress- 
ing, which were necessary operations for many companies. 

Practically all automotive manufacturers, Class A, used elec- 
tric drills and grinders; for this reason and because automotive 
companies were slow to change their sources of purchase as long 
as they were satisfied with the brands and prices of tools already 
in use, it was difficult for the company to expand its sales in this 
market. The sales manager of the Glen Tool Company, therefore, 
considered that his problem in this market was chiefly to keep 
satisfied the customers which the company already had. 

Class A and Class B customers used drills and grinders for 
heavy duty in production. To meet their needs, the Glen tools 
were of heavy and durable construction. The normal life of Glen 
tools was stated to be three or four years. They were slightly 
higher in price than the average similar electric tool. 

There were twenty-four companies, the sales manager stated, 
which manufactured electric portable tools. Eighteen of these 
firms had merely local markets, but six competed with the Glen 
Tool Company on a national scale. Only one competitor had 
larger sales than the Glen Tool Company; sales of that firm were 
about three times those of the Glen Tool Company. 

Class C customers, that is, machine shops, plant maintenance 
and repair shops, and to some extent automobile repair shops, 
ordinarily had use for but one drill and one grinder. Usually con- 
siderable sales effort was required to convince them that they 
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needed electric tools at all. On the other hand, once the need 
was felt, or especially when a new tool was needed to replace an 
old drill or grinder, the intermittent user generally wanted prompt 
delivery. One of the best ways to sell electric tools to this market 
was to demonstrate them. Consequently, when approaching com- 
panies which had not previously used electric drills or grinders, 
the salesmen customarily carried Glen tools with them and en- 
deavored to induce the mechanics to try them. The hearty ap- 
proval of a mechanic was considered the best recommendation to 
the foremen or shop managers who decided upon purchases. 

The Glen Tool Company in 1923 was employing 25 salesmen 
who covered the more important industrial sections of the United 
States. Six manufacturers’ agents also were employed for the 
more distant and relatively undeveloped industrial areas; the 
agents sold to wholesalers and mill supply firms. A commission 
of 20% of the published standard prices was allowed salesmen 
and agents. Salesmen as well as agents paid their own expenses. 
Some of the salesmen found it necessary to carry one other line 
which was purchased by the same customers who bought electric 
tools. 

For a number of years prior to 1923 the Glen Tool Company 
had urged its salesmen to push sales to Class C customers, par- 
ticularly during periods when Classes A and B had reduced pur- 
chases. But the company had met with little success in this effort. 
Many of the salesmen claimed that the cost of selling to intermit- 
tent users did not justify special effort in that direction. Sales to 
those users were generally considered as fill-in business. The sales 
manager believed that it was natural for salesmen geared to large 
orders to neglect the chances for small orders. The salesmen, 
furthermore, constantly complained that many intermittent users 
whom they approached replied to this effect: “You are just too 
late; we needed a drill right away, so we bought from our local 
jobber.” In regard to garages and automobile repair shops, the 
market which was least developed, the salesmen disliked dealing 
with them; they stated that usually when they called the garage 
foremen were at work in the shop, that often the foremen con- 
tinued working during the call, and that they were hard to get 
along with. 

The management of the Glen Tool Company thought it neces- 
sary to double or treble sales to Class C users in order to reduce 
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satisfactorily the fluctuations in sales and production. It was de- 
cided, therefore, to expand into this market and to manufacture 
lighter and cheaper tools which were better adapted to the mar- 
ket’s needs. 

To develop this market the sales manager proposed that the 
company sell through mill supply firms and automotive equipment 
wholesalers. He felt that the requirement of promptness in deliv- 
ery made local stocks necessary. The small average sale of drills 
and grinders, furthermore, would not alone support a salesman, 
in his opinion, because not enough of these tools could be sold in 
any one town or city. He pointed out, in addition, that automobile 
repair shops were accustomed to buying from wholesalers. All 
competitors used wholesalers in reaching this market, and, more- 
over, all obtained as wide a distribution as possible. The sales 
manager stated that in one large city, for instance, there were 
30 supply firms and wholesalers handling automatic tools, and 
that one manufacturer of electric drills and grinders sold through 
25 of them. 

Another officer of the Glen Tool Company thought, on the 
contrary, that the company should first try having special sales- 
men to sell directly to intermittent users. It was pointed out that, 
if the Glen Tool Company sold to supply firms and wholesalers, it 
would have to grant a 30% discount. The company would still 
have to maintain 6 or 8 salesmen to sell to 800 or 1,000 supply 
firms and wholesalers if reasonably dense distribution were to be 
attained. This officer stated that automotive equipment whole- 
salers would not give much attention to the products of a com- 
pany unless considerable missionary work was done. The mis- 
sionary sales force expense, he estimated, probably would amount 
to about 15% of sales. The difficulty and expense of obtaining 
good distributors also was emphasized, since all of them were 
selling electric tools of one or more manufacturers. He did not 
believe that many desirable distributors would be willing to drop 
lines of tools already carried or would add Glen tools to them. A 
reasonably full assortment of Glen tools would require about 
$2,000 investment on the part of each distributor. The company’s 
loss from bad debts in the intermittent market, as well as in the 
Class A and Class B markets, had been very small. 

The company decided in 1924 to sell to intermittent users 
through mill supply firms and automotive wholesalers. The sales 
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manager stated that the fundamental determining factors in this 
selection of the channel of distribution were: first, the relatively 
small number of potential customers in a territory; second, the 
fact that automotive wholesalers already had established contacts 
with the repair shops, a market deemed difficult to deal with; 
and third, the need of promptness in delivery. 

The company’s total sales volume in 1926 was double that in 
1923. Automobile repair shops bought 45%; machine and plant 
maintenance shops, 15%; and Classes A and B customers, 40%. 
The price of the average tool was $42 as compared to $83 in 
1923, when the company manufactured tools primarily for heavy 
production purposes. It was expected that variations in yearly 
sales would be reduced one-half to two-thirds. 

The company, by 1927, was selling through 350 mill supply 
firms and automotive wholesalers. The distribution was con- 
sidered “selected.” For instance, out of 30 possible distributors 
in one large city, the company sold through only 6. The policy 
was to sell through the minimum number of distributors consis- 
tent with a fair coverage of the market. 

Seventeen of the 30 salesmen then employed by the company 
sold to the 350 distributors for the intermittent market; the sales- 
men received a fixed sum per month to cover living and traveling 
expenses, plus a 5% commission on sales above a certain figure. 
About three-fourths of their time was spent in missionary work, 
either alone or with distributors’ salesmen. Nearly all the mission- 
ary work was done for the automotive wholesalers, who, in the 
opinion of one of the officers of the company, had been spoiled by 
an unwarranted amount of missionary work. 

The company’s general approach in obtaining distributors was 
to point out the weakness of dense distribution, the method used 
by competitors. It was argued that a wholesaler selling a widely 
distributed line could demonstrate no superiority in his product 
over competitors, and that competition on a price basis would 
likely result. With this argument combined with that of the high 
inventory cost of carrying competing lines, the Glen Tool Com- 
pany was able to obtain desirable distributors, many of which 
dropped competing electric tools. The average investment in 
Glen tools amounted to about $2,500, with a typical stock-turn of 
four times a year. 


In 1926, the company found it advisable for its seven salesmen 
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who were doing missionary work in connection with sales to dis- 
tributors to carry a valve grinding tool, which was manufactured 
by another company. An additional line was found necessary in 
order not to have to increase the salesmen’s commissions on Glen 
tools. 


The company’s sales force expense for the intermittent market 
_ in 1926 amounted to 14% of sales. The total advertising expense 
for this market was about 5%. The sales manager expected the 
selling expenses to be less in 1927, the first year which would 
not involve any appreciable expense for obtaining distributors. 


ComMMENTARY: ‘Two significant decisions by the Glen Tool Com- 
pany are recorded in this case. The first of these decisions was to 
develop the company’s market among small or intermittent users of 
electric tools. The second decision was to employ selected distributors 
for marketing the company’s products to small users. Incidentally, the 
decisions of the company to employ manufacturers’ agents in sparse 
markets and to have part of its salesmen carry an outside line also are 
to be noted. 

The circumstance which brought about the company’s initial decision 
to develop the market among small users was the wide cyclical fluctua- 
tions in the sales to manufacturers.? A potential market clearly existed 
among automobile repair shops and other establishments of that type, 
which prima facie seemed to promise greater stability than was mani- 
fested in the other markets in which the company’s products were sold. 
The relative degree of stability could be ascertained, however, only by 
experiment, for there had been no adequate record compiled from the 
experience of other companies to furnish a dependable guide. 

The chief obstacles to the development of the market among small 
users were, briefly, as follows. The volume of purchases by individual 
users would be small. The company’s salesmen were accustomed to 
deal with large buyers and therefore looked upon the small users as 
incidental customers. Prompt delivery was essential. Demonstration 
was needed as a means of proving the potential advantages of using such 
tools and of meeting the buying inertia which prevailed in the repair 
shop market. 

The attitude of the company’s salesmen, the small size of the indi- 
vidual sales, and the necessity for rendering prompt delivery made 
direct sale to the small or intermittent users impractical. Hence, the 
company’s first decision, to enter the repair shop market aggressively, 
led logically to the second decision, to employ the services of distrib- 
utors for developing that market. The amount which it was necessary 


*See also Nerlan Company, page 219. 
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for a distributor to invest in a stock of the tools and the sales promo- 
tion effort needed made it advisable to select, the distributors carefully; 
promiscuous distribution or an attempt to induce all supply firms to 
carry Glen tools would have resulted in a wasteful duplication of stocks 
and a deadening of the interest of the distributors in sales promotion. 
Selected distribution was essential. 

Missionary sales work by the Glen Tool Company’s salesmen served 
to give an impetus to the distributors and their salesmen. The plan 
would not be wholly successful, however, unless it were found possible 
eventually to discontinue most of the missionary work. 

This case affords a significant example of a combination of distri- 
bution methods, whereby the company sold directly to large users and 
employed selected distributors for reaching the market among small 
or intermittent users. Although the company had made substantial 
progress in smoothing out its sales curve, its plan had not been subjected 
to the test of a major business depression such as that of 1921-1922. 
The results justified the adoption of the plan, but it would be hazard- 
ous to count heavily upon it for maintaining a steady volume of sales 
in the event of a severe business depression. 


January, 1928 MoT. Cc 


NEVILLE & Company’ 
CONVERTER—COTTON CLOTH 


PurcHastnc—Purchase through Brokers Replaced by Direct Purchase. The 
company, a large cotton cloth converter purchasing both staple and 
fancy fabrics, until 1919 had bought grey cloth almost exclusively 
through brokers. Large orders placed through brokers quickly became 
known to the trade in general, enabling competitors to take advantage 
of market forecasts by the large converters and producing artificial and 
ill-founded activity in the market. For this reason, and because it 
hoped to obtain grey cloth more cheaply by direct purchasing than 
through brokers, the company decided gradually to increase the pro- 
portion of purchases made directly from cloth manufacturers or their 


selling agents. 

Purcuasinc—Maintenance of Relations with Brokers. The company, a 
large cotton cloth converter purchasing grey cloth in both staple and 
fancy fabrics, had been gradually increasing the proportion of its pur- 
chases made without the services of brokers. Because, however, the 
company in few cases could effect a saving by purchasing directly rather 
than through brokers and because the brokers were more familiar with 
the market than the company’s cloth buyer could be, the company de- 
cided not to discontinue the services of brokers entirely, but to place 
sufficient orders with them to insure their interest in the company, in 
order that they might keep the company informed as to style trends, 
new developments in the market, and advantageous opportunities to 
purchase. 

(1919-1922) 

Until 1919, Neville & Company, a cotton cloth converter, had 
purchased cloth almost exclusively through brokers, buying di- 
rectly from mills or their selling agents only under exceptional cir- 
cumstances. At that time, however, the executives of Neville & 
Company had decided gradually to increase the proportion of pur- 
chases made without the intervention of brokers. By 1922 the 
company was buying approximately 907% of its total requirements 
of cloth directly from cloth manufacturers or their selling agents. 
Although it was apparent to the executives that decided benefits 
had been realized from the company’s plan of dispensing very 
largely with the services of cloth brokers, nevertheless, in 1922, 
the executives reopened the question of the extent to which the 
company should use brokers in purchasing cloth. 


* Fictitious name. 
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As a converter, Neville & Company bought cotton grey cloth, 
had that cloth bleached, dyed, printed, mercerized, or finished in 
some other way for its account by finishing companies, and then 
sold the cloth to cutters-up, industrial firms requiring cotton 
cloth in the manufacture of their products, and wholesalers. The 
converter rather than the cloth manufacturer, therefore, bore the 
risk of style and finish. 

Neville & Company, one of the largest converters in the United 
States, bought several million yards of grey cloth annually. Of 
this quantity, from 80% to 90% was staple fabrics such as print 
cloths, sheetings, drills, twills, and ducks. From 10% to 20% 
was of fancy weaves, including dress goods, fancy shirtings, and 
cloth for use in making underwear. 

In deciding in 1919 to increase the proportion of purchases 
which it made directly, the company had been influenced by the 
fact that it ordinarily was impossible to place large orders through 
brokers without the knowledge of such orders quickly becoming 
known to the trade in general. Frequently, it was stated, when a 
broker had secured a large order for some particular fabric from 
a leading converter such as Neville & Company, the broker used 
that order as a sales argument to obtain additional orders for the 
cloth from other, smaller converters. Not only did this enable 
competitors to take advantage of market forecasts made by the 
large converter, but it tended to produce an artificial and ill- 
founded activity in the market, since the smaller converters were 
inclined to follow the lead of their large competitors in purchas- 
ing. This activity occurred at the peak of the seasonal market. 
The converters’ sales were concentrated in the spring and autumn 
of each year, when new lines were introduced; consequently, the 
converters ordinarily placed large seasonal orders for cloth to 
cover their sales peaks instead of buying in smaller quantities reg- 
ularly throughout the year. 

In discontinuing the use of brokers, Neville & Company also 
had hoped to obtain its grey cloth more cheaply, inasmuch as no 
brokers’ commissions would be involved in the direct purchases. 
Cloth brokers’ commissions varied from % of 1% to 2%, de- 
pending upon the type of fabric sold and being higher for fancy 
fabrics than for staples. The commissions were paid to the 
brokers by the sellers, but were allowed for in the prices which 
the sellers quoted. The brokers did not stand in an agency re- 
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lationship either to the mills or to the converters, but acted inde- 
pendently of both, taking orders wherever they could be secured. 

In 1922, after reviewing the situation, the executives of Neville 
& Company decided that it would be inadvisable to discontinue 
the services of brokers entirely. The company’s cloth buyer 
estimated that in not more than one case out of a hundred did he 
effect an actual saving by buying directly rather than through 
brokers. The brokers, he stated, were more familiar with the 
market than he could be. Certain brokers specialized on partic- 
ular fabrics, such as print cloths or sheetings; one broker concen- 
trated upon the sale of newly introduced fabrics. Competition 
between the brokers was keen, moreover, and each sought to 
underquote the others. It was the cloth buyer’s opinion that 
without the information which brokers were able to supply as to 
conditions in the market, both grey cloth buyers and sellers were 
likely to make occasional serious errors in buying and selling. For 
instance, at various times he had obtained cloth from one large 
seller which did not use brokers at a price slightly below the 
general market price because the seller was unaware that compet- 
itors had raised their price for that cloth. The executives of 
Neville & Company concluded that in general the company 
should place sufficient orders with brokers to insure their interest 
in the company, so that they would keep the company informed 
as to style trends, new developments in the market, and partic- 
ularly advantageous opportunities to purchase. 

In the early part of 1927, Neville & Company was making 
from 50% to 75% of its purchases of staple grey cloth directly 
from the mills or their selling agents, ordinarily from the latter. 
The company received solicitations for orders from numerous 
mill selling agents, but not directly from mills which did not 
employ selling agents. The brokers, therefore, provided a means 
of transacting business with the substantial number of mills which 
had no selling agents. The company also frequently placed orders 
with mill selling agents through brokers. Sometimes, for certain 
fabrics, only two or three sources were available, but many fabrics 
could be obtained from forty or fifty mills. Neville & Company 
made purchases from a large proportion of the available sources. 

During the last six months of 1926 Neville & Company bought 
69% of its fancy fabrics through brokers, as compared with 44% 
of staples purchased through brokers. In purchasing staples, the 


54 HARVARD BUSINESS REPORTS 


buyer ordinarily knew the mills from which he could obtain cioth 
of the desired type and quality, and, in placing his order, was in- 
fluenced chiefly by the prices offered. In purchasing fancy fab- 
rics, on the other hand, which constituted about one-twelfth of the 
company’s purchases of grey cloth, the buyer needed information 
not only as to prices, but also as to style trends, new weaves or 
types of cloth developed, and available sources. Because fancy 
fabrics constituted so small a portion of the company’s business, 
the buyer preferred to rely very largely upon the brokers for this 
information rather than to undertake to keep himself informed 
independently of them. 

The buyer for Neville & Company in February, 1927, cited the 
change which had taken place in the buying habits of cutters-up 
and other customers of the company as a factor which removed 
one of the reasons for the company’s unwillingness to buy through 
brokers. In the three or four years prior to 1927, the company’s 
customers had begun to buy in small quantities to meet current 
merchandising requirements rather than in large quantities in the 
spring and autumn. This change had made it possible for Neville 
& Company to distribute its purchases of grey cloth evenly 
throughout the year. Consequently, unless the company was 
buying heavily in anticipation of an increase in prices, no one 
order was large enough to occasion artificial activity in the market 
even though the company’s competitors were aware that the order 
had been placed. 


. ComMENTARY: The cotton manufacturing industry is one of the 
few industries in which the merchandising function is performed exten- 
sively by specialists who are not actually engaged in production. The 
merchant-converter, like Neville & Company, is a specialist in merchan- 
dising. He assumes the responsibility for determining the style and 
finish of the fabrics which he handles. The manufacturer produces the 
grey cloth. The converter determines how it is to be finished. The 
actual finishing is performed by a job finisher, who bleaches, mercerizes, 
dyes, or prints it according to the converter’s orders. The grey cloth 
is sold by selling agents or brokers or both. And after it is finished, 
the converter sells it to wholesalers for distribution to retailers, or the 
converter sells it to garment makers. Not all grey cloth is handled in 
this way, of course, but a large bulk of goods passes through these 
stages. 

The advantages that are assumed to accrue from specialization are 
too well known to require restatement. From the marketing stand- 


NEVILLE & COMPANY 55 


point, however, there are disadvantages in this diffusion of responsi- 
bility which are only beginning to be recognized. When the grey cloth 
is made by one party, sold by another, and finished by a third for the 
account of a fourth, there is a spreading out of interest and responsi- 
bility which tends to prevent the development of a broad-gauge plan 
of sales promotion. 

The experience of Neville & Company in buying through brokers 
reflects the lack of established relationships in this industry and shows 
how powerless a grey goods mill is under these circumstances to use 
effective means of sales promotion. Those grey goods mills making 
fancy fabrics, merchandise of a type which usually benefits from espe- 
cial care in marketing, seem to have been in a particularly disadvan- 
tageous position, as a result of the casual nature of their relations with 
potential customers. 

This case does not point to a solution of the problem stated. The 
experience of Neville & Company in purchasing serves merely to fur- 
nish a picture of existing conditions. 


January, 1928 M. T. C. 


ExTon GEAR ComMpPANyY? 
MANUFACTURER—GEARS 


DIsTRIBUTION CHANNELS—Direct Selling Utilized in Preference to Distrib- 
utors. The company, a manufacturer of gears, wished to take steps to 
increase its sales. One means suggested was distribution through supply 
firms or hardware wholesalers; the company had been selling directly 
to users exclusively. The market for the company’s gears was varied. 
The gears ranged in price from a few cents to several hundred dollars; 
some were standard and some were made to order; some were sold for 
fabricating purposes and some were sold for factory equipment. The 
distributors to whom the company had offered its line and the company 
were unable to agree on the discount that should be allowed. 


SALES PLANNING—Importance of Sales and Market Analyses—(Commen- 
tary). The company, a manufacturer of gears, sought a means of in- 
creasing its sales volume. The commentator states that the first need 
of this company, like that of many other manufacturers of industrial 
goods, was a thorough analysis of its sales records, its markets, and 
its operating methods. The commentator also outlines the points that 
the analysis should have covered 


(1927) 


The Exton Gear Company, located in northern New York, had 
sales in 1926 of $400,000, of which approximately 75% were in 
New England and New York and about 25% in other parts of the 
United States. The company had planned to reach a sales volume 
in 1927 of $500,000. During the first five months of that year, 
however, sales were somewhat less than in the corresponding 
period of 1926. Existing factory capacity would permit a sales 
increase of 50%, and new equipment readily could be secured to 
allow even greater production. In view of this situation, the 
executives were looking for some means of stimulating sales. One 
means suggested was distribution through supply firms or hard- 
ware wholesalers. 

The Exton Gear Company was one of the first to be established 
in its field. It manufactured a wide line of gears, ranging from 
small gears selling for 4 cents each to large gears selling for $425 
each, and complete drives selling for $3,000. A large part of the 
company’s work was done to order, upon customers’ specifica- 
tions, and the company was prepared to make gears to meet any 
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requirements; the time required to complete orders received varied 
from a few hours to a month. The company also sold standard 
gears which could be carried in stock. Finished stock on hand 
in June, 1927, was valued at approximately $50,000. 

Among the company’s customers were manufacturers of textile 
machinery, glass manufacturers, manufacturers of grinding 
machines, manufacturers of timing devices and regulators, manu- 
facturers of mechanical toys, and calculating machine manufac- 
turers. All manufacturers using gears either as fabricating parts 
or as industrial equipment were potential customers for Exton 
gears. The Exton Gear Company estimated that its business was 
divided fairly evenly between these two types of markets. In the 
East, however, the company had found that large manufacturers 
requiring gears as fabricating parts in general made their own 
gears, whereas in the West it was more common for fabricators 
to buy gears from outside sources. 

The company’s business was not seasonal, nor did prices vary 
much. In arriving at prices the company added to the cost of raw 
material a predetermined figure per man-hour of labor. That 
figure included allowance for all expenses, direct and indirect, and 
for net profit. In this way, one item was held to be as profitable 
to the company as another. All sales were made f.o.b. factory. 
The company’s terms were 2% tenth of the month following date 
of shipment, 30 days net. These terms were not adhered to 
strictly, and the company was willing to make some variation in 
its prices and in its terms in order to meet competition. The 
company did not keep records of repeat orders and new orders 
separately, but estimated that at least 20% of its sales were on 
repeat orders. 

In its eastern territory the company maintained three sales- 
men, each of whom sold the company’s full line. The salesmen 
did not have exclusive territories. About once each week they 
reported at headquarters and each was given a list of actual and 
prospective customers upon whom to call in the following week. 
In one week one salesman might work in a particular territory 
and in the next week another salesman might work there. Sales- 
men’s call lists were compiled by the sales manager from inquiries 
and orders received and from Bradstreet’s Ratings, Dun’s Ref- 
erence Book, and other directories. The salesmen solicited orders 
and also made goodwill calls upon regular customers. The gen- 
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eral sales manager of the Exton Gear Company stated that the 
salesmen had found that purchases of gears were in general 
controlled, not by the buyers’ purchasing agents, but by the en- 
gineers or master mechanics. Flat salaries of about $3,500, ex- 
clusive of expenses, were paid the salesmen. 

Outside of the eastern territory the company depended for 
orders entirely upon its advertising and price catalogs. For Io 
years the company had advertised extensively in trade papers, 
periodicals devoted to business, and business directories. Among 
the mediums used were American Machinist, Machinery, Iron 
Trade Review, Factory, Industrial Engineering, various textile 
papers, Hendrick’s Directory, and Thomas’ Register of American 
Manufacturers. Usually three times each year the company in- 
serted a full-page or a two-page advertisement in each magazine 
and trade paper that it used. In the other issues the company or- 
dinarily used quarter-page advertisements. A typical quarter- 
page advertisement pictured a particular type of gear, described 
the gear briefly, and stated that a full description was contained 
in the company’s catalog, a copy of which would be sent to the 
reader upon request. In the larger advertisements, and occasion- 
ally in the smaller ones, a more direct sales appeal was used. 
This advertising cost the company about $30,000 annually. 

Once each year the company issued a catalog in which its 
standard products were described and their prices given. The 
annual cost of this catalog, including cost of distribution, was 
over $10,000. This was the only direct-mail advertising done by 
the company. 

As a means of controlling its sales activities, the company 
made weekly and monthly comparisons, by states, of current sales 
and sales in the corresponding periods of the previous year. The 
company did not separate its sales figures except by states. 

The company wished to extend its market as far as possible 
and was willing to accept an order of any size. The executives 
recognized that some manufacturers of industrial goods deemed 
it advisable to limit their markets. The executives of the Exton 
Gear Company, however, wished to make a sale wherever a sale 
could be made. 

In the company’s opinion, wider distribution might be secured 
for Exton products if those products were sold on consignment by 
supply firms or hardware wholesalers located at strategic points. 
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This would make possible quicker deliveries of standard gears 
which could be carried in stock. Quick delivery, the sales man- 
ager stated, frequently was an important consideration in the 
purchase of gears. The company had discussed the matter with 
several distributors, but no agreement had been reached inasmuch 
as the distributors wanted 50% discount from catalog list prices 
and the company was unwilling to allow more than 40%. To 
all its customers, the company allowed from 20% to 25%. 

Establishment of sales branches was deemed impracticable 
by the company because of the cost. The expense of employing 
additional salesmen to cover the entire United States also seemed 
prohibitive. 


CoMMENTARY: The Exton Gear Company, like many other com- 
panies, desired to increase its sales. The company’s market, however, 
was a varied one, and it hardly was to be expected that each segment 
of the market offered equal sales opportunities. The company’s market 
included purchasers of gears of practically all sizes, purchasers of gears 
for fabricating purposes and purchasers of gears for factory equipment, 
purchasers of standard gears, and purchasers of special-order gears. 
It was not at all likely that an increased volume of sales could be made 
immediately with equal facility to each of these groups of customers, 
nor was it probable that all sections of the market held equally attrac- 
tive opportunities for future development. The major issue which this 
case presents, therefore, is the method of determining the field or fields 
to which the chief marketing efforts should have been directed. 

The first step that the company should have taken was to make a 
systematic analysis of its current and past sales, in order to ascertain 
the relative importance of the various groups of customers and the 
trend of its market. This analysis should have shown such facts as the 
sales of gears of different sizes, grouped into classes for convenience in 
tabulation; also sales for plant equipment and sales for fabricating pur- 
poses. In these tabulations the sales of standard gears and of special- 
order gears should have been shown separately. In addition to showing 
the total amount of sales annually of each class and type, the number 
of orders and the typical size of orders for each class and type should 
have been ascertained. Another significant fact would have been the 
percentage of total orders from the eastern market obtained by sales- 
men. The cost system also should have been scrutinized to ascertain 
whether it gave a true picture of the relative profitableness of different 
types of orders, a point concerning which doubt might well exist. 

The expense of making such an analysis of sales and costs would 
not have been inconsiderable, but the knowledge which the analysis 
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would have yielded was essential for the intelligent handling of the 
company’s problem. 

The list of points to be covered in such an analysis indicates a method 
of attack rather than a hard and fast formula. As the analysis pro- 
ceeded, the need for modification and amplification of the program 
doubtless would have become apparent. In addition to the analysis of 
the company’s records, furthermore, attention also should have been 
given to the possibilities of obtaining external facts regarding market 
opportunities. The relative importance of promptness in delivery and 
of punctuality in delivery as patronage motives should have been ascer- 
tained. It is probable that for some types of customers quick deliveries 
were required, whereas other types of customers were more interested 
in assurance that deliveries would be made on dates specified than in 
securing immediate shipments. 

The survey should have ascertained the regularity of demand and 
the degree to which it was sporadic, another point on which marked 
differences very likely existed between different types of customers. 

Such facts as these would have indicated whether the emphasis in 
the company’s marketing program was to be placed on orders for 
standard gears or on orders for special-order gears, on orders from 
fabricators or on orders from factories buying gears for equipment 
purposes. This information would furnish a guide to the sort of sales 
promotion and advertising methods to be used. If the emphasis was to 
be on sales to fabricators, for example, it would be necessary to carry 
on a searching campaign to locate new prospective customers and to 
arrange, perhaps, for offering them technical sales service, whereas the 
equipment market was more clearly defined and the specifications of 
customers in that market largely predetermined. This information also 
would have helped to determine whether sales should have been made 
to distributors or only to fabricators and users. The question of utiliz- 
ing the services of distributors was one which could not safely be dis- 
posed of merely on the ground that the discount which they demanded 
was or was not deemed satisfactory by the Exton Gear Company. 

This case gives a typical illustration of the problems facing numer- 
ous manufacturers of industrial goods, where the first need is for a 
thoroughgoing analysis of their sales records, of their markets, and of 
their operating methods. 


September, 1927 MaE.G. 


TasMAN GAUGE CompPANy’ (A) 
MANUFACTURER—GAUGES AND TEST BENCH SETS 


MERCHANDISING—High-Priced Product Replaced by One of Lower Price. 
The company, a manufacturer of gauges, discontinued the manufacture 
of an automobile cylinder gauge it had been selling at $21 each and 
began making an improved gauge for testing cylinders, to be sold at 
$55. The company was unable to sell the new gauges readily because 
of their high price. It decided, however, that a ready market could 
be found for a reliable but inexpensive gauge. Accordingly, it developed 
a gauge that was as serviceable as the $55 gauge but which, being made 
of less expensive materials, could be sold at $17.50. Sales of this new 
gauge were satisfactory. 


MERCHANDISING—Addition of Product to Line. Because it had unused fac- 
tory capacity and wished to increase its line of products sold to the 
automotive industry, the company, which manufactured bench ma- 
chinery and various types of gauges, decided to add to its line a pat- 
ented bench set for testing various automobile parts and adjustments. 
Sales of the bench set were expected to increase sales of gauges, since 
a gauge was included with each set. 


(1923-1927) 


The Tasman Gauge Company, in 1927, had an opportunity to 
manufacture and market a patented set of instruments for test- 
ing various automobile parts and adjustments. The patent was 
held by a man who had no production or marketing facilities at 
his disposal. If the Tasman Gauge Company manufactured and 
marketed the instruments, it would pay the patentee a royalty 
based on sales. It was necessary for the company to decide 
whether it wished to add this set of instruments to its line and, 
if so, the price at which the set should be offered for sale. 

The test set was designed for use by automobile manufacturers, 
garages, and automobile service stations and repair shops. It was 
compact, simple to use, and would give accurate results whether 
used by skilled or unskilled workmen. The complete set included 
a bench, a vise, V’s, a magnetic gauge mount with dial gauge, 
extra points, and two sizes of suction cups and handles. The set 
could be used for testing 21 different parts and adjustments. 
Among other things it would show connecting rod and wrist-pin 
play, end play of camshaft and crankshaft, wrist-pin wear, square- 


‘Fictitious name. See also Tasman Gauge Company (B), page 328. 
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ness of valve face and stem, unevenness of small, flat surfaces, 
and measurements of valve openings; it also would check rear- 
end and flywheel adjustments, could be used as a thickness and 
surface gauge, and had a bench and vise for small work. 

Under existing conditions the accuracy of the automobile parts 
and adjustments which the bench set was designed to check was 
judged either by appearance, feel, trial and error, or by use of 
inside micrometers. Inside micrometers were stated to be awk- 
ward to use, and their readings depended, to some extent, upon 
the person using them. The test bench set provided a means for 
quick, accurate, and impersonal testing and would have a wide 
application in even the smallest repair shops. 

The executives of the Tasman Gauge Company were convinced 
that the test bench set would be a profitable investment for firms 
engaged in repair work on automobiles, as well as for automobile 
manufacturers and owners of fleets of trucks. The vice-president 
stated that inasmuch as repair shops and service stations com- 
monly charged flat, standard rates for the various jobs which 
they performed, use of the bench set, since it would reduce the 
time required for the jobs, should be distinctly advantageous to 
those firms. The dial gauge that was included in the set, more- 
over, could easily be read by car owners, so that shops using the 
test set had a means of demonstrating to their customers the 
need for repairs or readjustments and the accuracy of work done. 

In 1927, when this opportunity arose, the company was manu- 
facturing bench machinery, micrometer dial gauges for use by 
manufacturers in testing the dimensional accuracy of parts or 
materials, and cylinder gauges and crankshaft gauges which, like 
the test bench set, were for use by the automobile industry. 

Prior to 1913 the company had manufactured cylinder gauges 
which it sold directly to users for $21 each. Sales of these gauges 
had been reasonably satisfactory. In 1913, however, the com- 
pany had developed an improved gauge for testing cylinders to 
ascertain whether the walls were smooth and of equal diameter at 
all points and had discontinued manufacturing the $21 gauge. 
The improved gauge was decidedly more accurate and satisfactory 
in use than was the $21 gauge. It was excellently made in every 
particular, and was priced to users at $55. In deciding to re- 
place the $21 gauge with the $55 gauge, the company had been 
following its established policy of selling goods of the highest 
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grade only. The company had made no effort to determine what 
the demand for the more expensive gauge would be before un- 
dertaking to market it. 

The company had planned to sell the improved cylinder gauge 
through wholesale firms handling automotive equipment. The 
salesman whom the company employed to introduce the product 
to those distributors succeeded in stocking them with the gauges. 
The wholesalers, however, were unable to dispose of the gauges 
and returned them in large quantities to the factory. The whole- 
salers stated that the price was too high, that it was impossible 
to sell a single-purpose tool to garages and repair shops at that 
price. The company reduced the price to $37.50 and later to $30, 
but still was unable to sell the instrument except to automobile 
manufacturers and to some service stations for expensive auto- 
mobiles. In the absence of cylinder gauges, cylinders were tested 
roughly by appearance and trial or by means of inside microme- 
ters. Inside micrometers were sold for approximately $3.50 each. 

In 1923, one of the executives of the company came to the con- 
clusion that a ready market could be found for a reliable but in- 
expensive cylinder gauge. A small firm, in fact, was then making 
cylinder gauges to sell for $15 each and apparently had more busi- 
ness than it could handle. At that time there were approximately 
100,000 automobile repair shops and service stations in the United 
States, most of which were small. This executive proposed that 
the company develop a cylinder gauge to sell for less than $20. 
Other executives opposed this step on the grounds that the com- 
pany’s products always had been of the highest quality. The com- 
pany finally decided, however, to produce an inexpensive gauge. 

The inexpensive gauge that was developed was fully as service- 
able as the $55 gauge; in fact, with a special, patented handle 
which made the gauge self-setting and dispensed with the use of 
outside micrometers, the instrument was more useful than the 
$55 gauge, which necessitated use of micrometers. The difference 
in cost resulted principally from the fact that less expensive, 
though fully as satisfactory, types of materials were used in the 
new gauge and that that gauge was not polished and finished with 
the elegance that characterized the one previously manufactured. 
The company decided upon a list price of $17.50 for the new 
gauge with the special handle, and upon a list price of $15 for the 
gauge with a plain handle. 
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The company decided to sell the cylinder gauge through whole- 
salers, known as automotive jobbers, handling garage equipment 
and accessories. These wholesalers, of which there were about 
800 in the United States, in turn sold to garages and repair shops. 
Each wholesaler sold from 1,000 to 1,500 different items. To 
sell to the wholesalers, the company made use of seven manu- 
facturers’ agents who sold garage equipment. These agents were 
well known to the wholesalers, and visited them regularly several 
times each year. The company allowed the wholesalers a dis- 
count of 40% from list prices and paid the agents a commission of 
10% of net invoice value of orders. On orders of 10 or more 
gauges the company paid the freight; on smaller orders its terms 
were f.0.b. factory. For a time the company had offered a sliding 
scale of quantity discounts. This had been discontinued, however, 
because it appeared to confuse purchasers and to focus their at- 
tention on the company’s price system rather than on the product. 

To assist the wholesalers in selling the gauges, the company 
regularly inserted page and half-page advertisements in 10 auto- 
motive trade papers and supplied the wholesalers with literature 
for distribution to their customers and with electrotypes for use 
in their catalogs. In its advertising the company emphasized 
the fact that the cylinder gauges would assist users to increase 
their business. For instance, in one of the company’s circulars 
it was stated: 

Every automotive shop should have a Tasman Cylinder Gauge. 

Shops equipped to remachine cylinders have an investment in 
hones, boring machines, grinding machines, laps, reamers or other 
tools for doing the work. To get returns from this investment in 
equipment, cylinders must be found that are worn and the owners 
of those cylinders convinced that remachining must be done for 
the good of their motors. 

The amount of wear, how much to remove to make them 
straight and round, assurance that all cylinders in the block are 
of equal diameter, and the measurement of the new diameter in 
thousandths of inches after remachining must be determined by 
the Tasman Cylinder Gauge. No other tool or machine will give 
these very necessary facts as quickly, accurately, and consistently 
therefore there is no substitute for the Tasman Cylinder Gauge. 
Using the Tasman Cylinder Gauge gives assurance of accurate 
workmanship, brings out the best results from the remachining 
equipment used, and guarantees against possible “come backs” 
from customers. There is no guesswork about the need of re- 
machining, the correct diameter, or accuracy of the finished job 
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when the Tasman Cylinder Gauge is used. The Gauge always 
registers the same, no matter how many times it is inserted into 
cylinder, and regardless of who uses it. 

Those shops which do no cylinder remachining, sending worn 
cylinders to specialists who do the work for them, have an equal 
need of the Tasman Cylinder Gauge. They should try a gauge 
into every open cylinder, be on the lookout for worn cylinders, 
and check the accuracy of those they have remachined. As con- 
tractors for the work with car owners, they are responsible for the 
accuracy of the completed job and should insist on perfect re- 
machining. 


$17.50 For THE Brest CyLInpER REMACHINING SALESMAN 
You Can Osrain 


And, in another circular, the company said: 
To increase demand for cylinder refinishing service and replace- 
ment parts, try a Tasman Gauge in every open cylinder. 

In the four years following their introduction the company sold 
60,000 of the inexpensive cylinder gauges. Most of these sales 
were of gauges with the self-setting handle. In addition to repair 
shops and service stations, manufacturers of motor cars, trucks, 
airplanes, and marine motors, firms regrinding cylinders, and also 
owners of fleets of automobiles or trucks used Tasman cylinder 
gauges. Manufacturers of equipment to refinish cylinders also 
equipped their demonstrators with the Tasman gauges. The 
cylinder gauge, in fact, became the company’s most popular prod- 
uct and was able to carry part of the advertising expense of the 
other Tasman lines. On each cylinder gauge which it sold, the 
company made a net profit of $4. 

The company’s crankshaft gauge had been marketed first in 
1925. Like the cylinder gauge with the self-setting handle, it was 
priced to users at $17.50. Sales of this instrument had been sat- 
isfactory, although it had proved to be less popular than the cylin- 
der gauge. This lesser popularity, in the company’s opinion, was 
accounted for by the fact that the crankshaft gauge did not have 
so general an application as did the cylinder gauge. In the usual 
course of their businesses, repair shops and service stations had 
comparatively few opportunities to apply the crankshaft gauge. 
Moreover, lack of precision in the parts checked by the crank- 
shaft gauge was less serious and more expensive to repair than 
was lack of precision in cylinder measurements. 

The Tasman Gauge Company was interested in the test bench 
set because it had unused factory capacity suited for manufac- 
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ture of that item, because it wished to have a larger line for sale 
to the automotive industry, and because sales of the bench set 
would increase sales of gauges, since a gauge was included with 
each set. 

The company figured that at a list price of $30 it would make a 
net profit of $7 on each test bench set which it sold. This allowed 
for a 30% discount to wholesalers, 107 commission on net in- 
voice value to the manufacturers’ agents, and for prepayment of 
freight. The company anticipated that after it had manufactured 
test bench sets for a time means of reducing costs would be 
discovered. 

The company was of the opinion that a 30% discount to whole- 
salers was adequate. The 40% discount on the cylinder gauge 
had been allowed because of the method of quoting prices used 
by the company’s chief competitor for that product. This com- 
petitor had begun to manufacture a cylinder gauge similar to the 
Tasman gauge about the same time that that gauge was placed 
on the market. The competing gauge was very much like the 
Tasman gauge without the patented, self-setting handle. The 
manufacturer allowed wholesalers a 40% discount from list and 
expected them to sell to their customers at I 5% from list. The 
Tasman Gauge Company, on the other hand, expected wholesalers 
to maintain its list price. To meet competition, however, the 
company had deemed it wise to allow the 40% discount. The 
company did not know to what extent the wholesalers sold Tas- 
man gauges below the list price, but was of the opinion that in 
many instances they did so. 

The company decided to manufacture and market the test 
bench set and to set the list price for the complete set at $30. 
Wholesalers were to be allowed a discount of 30%, and the com- 
pany was to prepay freight on all shipments. Each set weighed 
25 pounds. Ifa customer wanted a rush shipment by express, the 
company would allow freight, provided the order was for at least 
four sets. The manufacturers’ representatives would be allowed 
10% commission on this item as on the cylinder gauges. The 
company had not yet decided whether it would offer quantity dis- 
counts. The company also decided to offer the magnetic gauge 
mount with the dial gauge separately for $15, and the two suction 
cups and handles separately for $2.50, but to encourage customers 
to buy the set complete. To each of the 800 wholesalers the com- 
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pany sent a circular describing the new product and explaining the 
Proposed selling terms. No complaints were received concerning 
the 30% discount. The company planned to send circulars to the 
wholesalers every 2 or 3 weeks until the new product was estab- 
lished. Trade paper advertising also was to be done for this item. 


Commentary: In proposing to price the new bench sets at $30 
list, the company had its experience in marketing gauges for guidance. 
The cylinder gauge priced at $ 55 list had not been successful commer- 
cially, whereas the gauge priced at $17.50 had been sold in large 
volume. This experience shows that price exerted a strong influence 
on the decisions of purchasers of such equipment and indicates that the 
list price for the bench set should not have been placed higher than the 
$30 figure which covered estimated costs and expenses, yielded a good 
net profit to the manufacturer, and allowed ample margins for the 
wholesalers. 

If $30 is accepted as the maximum list price that it was wise to place 
on the bench sets, the question then remains whether the price 
should not have been placed lower. On this point, the first considera- 
tion is that of the possibility of reducing costs. In view of its previous 
experiences, the company, in estimating the costs of the bench set, 
presumably did not contemplate the use of materials of unnecessarily 
high quality, such as had been used in the $55 gauges, nor allow for 
unnecessary refinements in finish and polish. Hence it can be con- 
cluded that the costs of producing the bench set could not have been 
reduced materially and that the set had to be listed at approximately 
$30, if it was to be placed upon the market. 

In forecasting the company’s likelihood of success in marketing the 
bench set at a $30 list price, the first consideration is that the set 
could be used for a variety of purposes, in contrast to the $17.50 cylin- 
der gauge, which was a single-purpose instrument. This difference in 
number of uses would counterbalance much of the difference in price. 
The buying motives for the bench set, other than variety of uses and 
price, moreover, were fully as strong as the buying motives for the 
cylinder gauge. The instruments in the bench set, like the gauge, were 
dependable in use; they made accurate, impersonal measurements. The 
bench set also was economical in use. It enabled users to handle repair 
jobs more quickly and more cheaply than they could be handled with- 
out the set. The strongest buying motive for the bench set, finally, 
was the same as the one exploited in the advertising of cylinder gauges 
—enhancing the salability of the users’ services. By using the bench 
set a repair man could demonstrate to his customers the nature and 
extent of the repairs needed; his sales task, therefore, could be light- 
ened by the use of the bench set. 
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In view of the strength of the buying motives to which appeal could 
be made and the diversity of purposes for which the bench set could be 
utilized, the company fairly could have expected to secure a satisfac- 
tory volume of sales for the bench set at the list price of $30, the figure 
which was arrived at by consideration of production costs, marketing 
expenses and margins, and net profit. 


July, 1927 NMaelaG; 


T1BER Bopy Company’ (A) 


MANUFACTURER—BUS BCDIES 


MERCHANDISING—Change in Product to Reach More Profitable Market. 
The company, a manufacturer of bodies for pleasure automobiles, de- 
cided to discontinue the manufacture of automobile bodies and instead 
to manufacture bodies for motor busses. The company’s market for 
automobile bodies had been contracting, and price competition had been 
growing severe. The market for bus bodies, on the other hand, ap- 
parently was a growing one. 


(1924) 


The Tiber Body Company had begun to manufacture automo- 
bile bodies for pleasure cars in 1919. In 1923 it experimented 
in designing bodies for automobile busses. Inasmuch as the bus 
market seemed to officials of the company to offer greater possi- 
bilities than the market for bodies for pleasure cars, the company, 
in 1924, decided to transfer its operations entirely to the new 
market. Manufacturing conditions were such that the company 
could not satisfactorily build both types of bodies. 

The officials of the company had had many years of experience 
in the designing and building of bodies for vehicles. This experi- 
ence extended back to association with carriage manufacturing 
companies noted for the quality and superior design of their prod- 
ucts. The Tiber Body Company had been organized and a fac- 
tory had been built in Detroit several years prior to 1919, but 
because of war contract work on which it was engaged the com- 
pany had not begun to build bodies for pleasure cars until 1919. 
One of the officials, whose experience in vehicular body manu- 
facture was well known, did all the sales work for the company. 
He had been able in 1919 and 1920 to secure orders from five or 
six automobile manufacturing companies amounting in all to over 
$2,500,000 each year. In 1921 orders had dropped to $975,000, 
but in 1922 they amounted to about $2,330,000 and in 1923 to 
about $1,855,000. 

Conditions under which orders for building automobile bodies 
were secured had not been entirely satisfactory to the Tiber Body 
Company. Several automobile companies in 1919 had taken over 





* Fictitious name. See also Tiber Body Company (B), page 473. 
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the manufacture of bodies for their cars either directly, through 
organization of a body building department or purchase of a body 
manufacturing company, or through obtaining control of a body 
building company. The General Motors Corporation, for ex- 
ample, in 1919 secured control of the Fisher Body Corporation 
and entered into a 10-year agreement by which it was to purchase 
all its requirements of automobile bodies from the Fisher Body 
Corporation in so far as that corporation was able to meet them. 

Automobile manufacturing companies which did not themselves 
build or control the building of bodies for their cars usually de- 
signed the bodies they desired and submitted the preliminary 
designs to body builders for bids for a specified number of bodies 
to conform in general to those designs. Body manufacturers sub- 
mitted bids on the designs and in some instances suggested 
alternative designs or changes in body lines or construction. Once 
a final design was determined upon for any model and specifica- 
tions were drawn, the orders were given on a price basis to which- 
ever companies could meet the requirements for quality and de- 
livery. Automobile companies which did not build their bodies 
usually did not place all their orders with the same body building 
company. The bodies built by the Tiber Body Company were of 
high quality and well constructed, and the bids submitted by that 
company for orders frequently were higher than the bids of com- 
petitors. While price alone did not always determine the placing 
of an order, the Tiber Body Company in 1922 and 1923 had in- 
creasing difficulty in securing orders except at prices which al- 
lowed only a narrow gross margin. 

During 1922 and 1923 the officials of the Tiber Body Company 
had observed a rapid increase in the use of motor busses for 
passenger transportation. Prior to 1920 the principal use of 
motor busses had been for sight-seeing. Practically the entire 
development of bus transportation had occurred after 1920, and 
by 1923 bus lines had been organized in almost every section of 
the United States. The bus lines were developing into two types: 
lines for local short-haul transportation on scheduled routes in a 
city; and lines for long-haul transportation between cities and 
even for interstate transportation. Because of the rapid develop- 
ment of the bus industry and the lack of uniformity of designs 
in bus bodies, only a few body building companies were in a posi- 
tion to take orders for bus bodies. Most of the companies which 
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built chassis for busses were truck manufacturers rather than 
pleasure automobile manufacturers; hence the builders of chassis 
were usually unfamiliar with the principles of passenger body 
design and construction. 

The bus bodies sold prior to 1922, for the most part, were mere 
shells with very little equipment or provision for passenger com- 
fort.? Two types of bodies had developed: the street car type 
and the sedan type. The street car type was for short-haul, 
mass transportation and the interior seating arrangement re- 
sembled that of a street car. The sedan type was designed for 
comfort on long rides and seats were placed across the bus bodies 
with doors along the side of the bus opening at each cross seat. 
Specifications published in Bus Transportation for bus bodies 
manufactured in 1922 listed 30 companies as manufacturers of the 
street car type body and 8 companies as manufacturers of the 
sedan type.® 

Officials of the Tiber Body Company concluded in 1923 that a 
large demand was developing for bus bodies for long-haul bus 
transportation and that if such bodies were developed with em- 
phasis on comfort, beauty, and luxury of appointment, in addition 
to durable construction, they would increase the salability of the 
chassis to bus operating companies and would increase the appeal 
of bus transportation for the public. The officials, therefore, in 
1923 experimented with the design of a sedan type bus body to be 
mounted on a truck chassis. A few of the leading truck manu- 
facturing companies were building their own street car type bus 
bodies but were buying sedan bodies from the few body manufac- 
turing companies which had developed far enough to furnish these 
bodies. Buying customs for bus bodies had not yet become well 
established and this seemed to the officials of the Tiber Body 
Company to afford the company an opportunity to enter a field in 
which it could individualize its product, by designing superior 
bodies of distinctive characteristics which would identify the 
bodies as products of the Tiber Body Company, and perhaps 
establish buying habits more favorable to itself than existed in 
the pleasure car field, where sales were made after competitive 
bidding on specifications and designs developed by the chassis 
manufacturers. 


*A discussion of bus bodies can be found on page 15 of the January, 1923, 
issue of Bus Transportation. 
® Bus Transportation, January, 1923, page 18. 
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The factory of the Tiber Body Company was modern and could 
be adapted with only minor changes in equipment to the manufac- 
turing of high-grade bus bodies. From the standpoint of economy 
in production, however, the company had either to manufacture 
only pleasure automobile bodies or only bus bodies. Any at- 
tempt to manufacture both bus bodies and bodies for pleasure 
cars with the existing plant facilities would increase the cost of 
both products. The company could manufacture bus bodies to 
sell to the chassis manufacturers for between $2,500 and $3,500 
each, depending upon the quality of upholstery and interior finish 
ordered. 

The official of the Tiber Body Company who was in charge of 
sales was not acquainted with officials of truck manufacturing 
companies inasmuch as all previous sales had been made to man- 
ufacturers of passenger automobiles. He selected, however, five 
truck manufacturing companies which he regarded as leaders in 
the manufacture of good quality, heavy duty trucks and through 
personal salesmanship and his reputation as a designer of high 
quality automobile bodies he succeeded in securing promises of 
orders for 1924 which almost equaled the company’s total sales of 
pleasure car bodies in 1923. Truck manufacturing companies 
had been having difficulty in securing deliveries from bus body 
companies because the rapidly increasing sales of busses had 
created demands beyond the capacity of bus body builders. Each 
truck manufacturing company, therefore, frequently was buying 
bodies from several builders. These truck manufacturing com- 
panies, however, indicated their desire to standardize eventually 
by purchasing all their requirements from one or a limited number 
of body builders. The advantage of such standardization to the 
truck manufacturers would be the assurance of uniform quality 
in all bodies sold with their truck chassis. Although the truck 
companies did not manufacture the bodies, purchasers of busses 
invariably complained to the truck companies which sold the 
busses in case of dissatisfaction with the bus bodies. Defects or 
inferiority in the bus bodies, therefore, reflected unfavorably 
upon the reputation of the truck chassis manufacturers. 

The Tiber Body Company decided to discontinue entirely the 
manufacture of bodies for pleasure cars and on the basis of the 
promised contracts to begin in 1924 the manufacture of high 
quality bus bodies of the sedan type which it had designed. The 


TIBER BODY COMPANY (A) 73 


company’s sales of bus bodies in 1924 amounted to $2,390,000; 
in that year sales upon contracts previously entered into for 
pleasure car bodies amounted to $280,000. The company ex- 
perienced a loss of $29,000 during the year in which it shifted to 
the new market. 

In the fall of 1924 the Tiber Body Company, as well as several 
competing companies, developed and exhibited. parlor car and 
pullman types of bus bodies for long-haul transportation. These 
types practically displaced the sedan type in the favor of bus 
operating companies. The types developed by the Tiber Body 
Company were distinctive and with minor changes could be fitted 
to any of the leading truck chassis. The bodies could not be 
standardized entirely because a few truck manufacturers re- 
quested special features and because there was almost entire lack 
of uniformity in state laws and municipal ordinances regulating 
body dimensions, doors, and seating arrangements. 

In 1925 four truck manufacturing companies virtually stand- 
ardized on the Tiber body for the long-haul type of busses and 
purchased most of their requirements from that company. Two 
other truck manufacturers also purchased largely from the Tiber 
Body Company. Sales of the company for 1925 reached $2,950,- 
000 with a net profit of $316,000. The company estimated that 
sales for 1926 would exceed $3,300,000. 

The National Automobile Chamber of Commerce estimated 
that approximately 70,000 motor busses were in operation in the 
United States on January 1, 1926, as compared with an estimate 
of 53,000 for January 1,1925. Ina survey made by Bus Trans- 
portation in 1925, replies from 91 body builders indicated that 
7,640 bus bodies were built during 1924. Of this number, 2,374 
were street car type and were built by 56 body builders, and 2,302 
were stage type (including sedans, parlor cars, and coaches for 
long-haul transportation), built by 46 body builders. Ina similar 
survey in 1926, replies from 94 body builders indicated that a 
total of 11,470 bus bodies were built during 1925. Of that total, 
3,847 were of the stage type and were built by 66 manufacturers. 


CoMMENTARY: The issue before the executives of the Tiber Body 
Company was that of changing its product and of switching completely 
from one market to another. 

The case furnishes an example of foresight on the part of the execu- 
tives of the company in turning from a crowded, highly competitive 
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field, in which the company was not in a strong position, to a new and 
growing field in which the company had opportunity to draw on the 
past experience of its personnel, individualize its product, and become 
a leader.* 

With the formation of body building departments by automobile 
chassis manufacturers, the opportunity for sales of pleasure car bodies 
was actually contracting as far as this company was concerned. More- 
over, the lack of diversification in its business and the fact that the 
methods of obtaining business did not promote continued patronage 
made the building of pleasure car bodies a very uncertain and risky 
business, as was shown by the fluctuation of sales from 1919 through 
1923. 

At the time of change the manufacturers of bus chassis were 
desirous of securing bus bodies. Although in time the executives of 
the Tiber Body Company might have expected developments similar 
to those which had occurred in the field of automobile bodies, namely, 
formation of body building departments, or subsidiaries, by chassis 
manufacturers and a change to a highly competitive business obtained 
upon a basis of bids, in the meantime the rapid growth of bus trans- 
portation offered a profitable field for the efforts of the company. 
Moreover, the company had an opportunity to play a part in the im- 
provement of bus bodies and thus to obtain a reputation in this new 
field which would prove helpful in attracting patronage, with the 
further possibility of building an individualized product so well known 
throughout the trade that it would tend to hold the patronage of the 
chassis manufacturers. 

The problem was simplified by the ease of changing from one type of 
manufacture to another. Moreover, since pleasure car body business 
was obtained from a few prospects, largely upon a bidding basis, sub- 
sequent change back to the building of bodies for pleasure cars was 
possible. 


July, 1926 N. H. B. 
“See also Bucklam Box Company, page 75. 


BucKLAM Box Company? 


MANUFACTURER—PAPER BOXES AND SPECIALTIES 


MERCHANDISING—Change in Product to Reach More Profitable Market. 
In order to escape the severe price competition which was seriously 
decreasing its sales and profits, the company decided to shift its pro- 
duction, as rapidly as possible, from common, standardized paper boxes 
to fancy paper boxes with a display value. The new line required more 
careful salesmanship, but yielded a more satisfactory percentage of 
profit. 


MERCHANDISING—Addition of Products to Line. The company, a manu- 
facturer of plain and fancy paper boxes that it sold by means of its 
own salesmen to manufacturers, department stores, and other firms in 
New England, decided to add to its line various items for sale to gift 
shops and to distribute those items nationally through a commission 
agent. 

(1927) 

The Bucklam Box Company manufactured set-up paper boxes 
in a variety of shapes and sizes. The boxes were plain, without 
decoration, and were sold chiefly on the basis of price. Because 
of the bulkiness of the boxes in comparison with their value, 
transportation costs limited the company’s market to an area 
within 50 miles of its factory. The factory was located in an in- 
dustrial center. 

The company’s boxes were used for packaging a variety of 
products; for example, shoes, candy, envelopes, underwear, stock- 
ings, and men’s garters. The company employed several sales- 
men to call on users, wholesalers, and large retailers. Unit orders 
ordinarily were for large quantities of boxes. Usually a customer, 
before placing his order, secured prices from several manufac- 
turers. Price competition tended to become more and more 
severe. Buyers kept pressing for lower prices, and manufacturers, 
many of whom were overproduced, continually were making price 
reductions so as to secure orders. The Bucklam Box Company 
made use of a cost accounting system which showed it the cost 
of each type of box produced. Frequently competitors quoted 
prices on a certain type of boxes that were less than the Bucklam 
Box Company’s actual cost of production. Executives of the 


1 Fictitious name. 
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Bucklam Box Company were of the opinion that many of the 
company’s competitors did not know what their actual costs were 
and consequently often sold their products below cost. Under 
the strain of this price competition the Bucklam Box Company’s 
sales and profits decreased seriously. 

About 1920 it was proposed that the Bucklam Box Company 
as rapidly as possible should shift its production from common, 
standardized boxes to fancy boxes with a display value. Such a 
shift would not require an additional investment in plant. It 
would, however, involve entirely different sales problems. Price 
no longer would be of primary significance. It would be necessary 
to convince potential customers of the sales value of containers 
and to design containers that would suit customers’ tastes. In- 
asmuch as fancy boxes were used most frequently for gift pur- 
poses, there would be a tendency for the business to become 
seasonal. 

The Bucklam Box Company decided to undertake to develop 
the new lines as proposed. It would continue to manufacture 
plain boxes but it would not quote prices that did not allow it a 
reasonable profit. The company had not advertised its plain 
boxes and it did not plan to advertise the fancy boxes. 

The sales manager and the salesmen visited actual and poten- 
tial users of fancy boxes to discover their needs and to interest 
them in the use of fancy boxes. Frequently the company pre- 
pared from six to a dozen samples for a customer. When these 
samples were submitted to the head of the packaging department 
or other executive in charge of the selection of containers, he 
usually consulted with the salesmen of his firm before making 
his choice and placing his order. Among the customers for fancy 
boxes were candy manufacturers, manufacturers of men’s belts 
and garters, manufacturers of children’s garments, department 
stores, and five-and-ten-cent stores. By 1927, approximately 
half the company’s sales were of fancy and half of plain boxes. 
The company was satisfied with sales of its fancy lines, and its 
percentage of profit had been greatly improved. Many of its 
customers, moreover, reported that their sales had increased fol- 
lowing their use of the company’s fancy boxes. 

Early in 1927 it was proposed that the company should begin 
to manufacture various items, such as fancy wastebaskets and 
magazine holders, for sale to gift shops. The company had an 
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opportunity to distribute such a line nationally to gift shops 
through a firm with representatives in the important cities in the 
United States. That firm would sell on a commission basis from 
samples. It would not carry stocks, and the average order re- 
ceived probably would be small. 

The company decided to manufacture a line of fancy paper 
products for gift shops and to distribute them nationally on a 
commission basis. The company also proposed to advertise that 
line in trade journals for gift shops. 


CoMMENTARY: When the Bucklam Box Company added fancy 
boxes to its line, it manifested merchandising ingenuity. It met devas- 
tating competition constructively by entering a field in which it could 
reap a reward for developing new ideas.” Since its success in the new 
field was likely to lead some of its less alert competitors into that field, 
further merchandising progress by the company was likely to be 
essential. 

The decision of the company to engage in the manufacture of novel- 
ties for sale to gift shops, however, was not so clearly a step in the right 
direction, unless the company desired to change radically the character 
of its business. The gift shop market was an altogether different market 
from the box market, and called for different merchandising and 
different marketing methods. If the company planned to shift its major 
interest from the box business to the gift trade, the utilization of a 
commission agent for selling its output might be advantageous for a 
temporary period. Sooner or later, however, the company probably 
would find it desirable to have closer acquaintance with its market and 
firmer control of its sales than could be secured when it entrusted its 
sales to a commission agent. 


December, 1927 MTC, 
2See also Tiber Body Company (A), page 69. 





Massaso1rt LEATHER COMPANY’ 
MANUFACTURER—SHOE LEATHER 


MERCHANDISING—Liquidation of Inventory Resulting from Faulty Mer- 
chandising. The company, which had been organized to manufacture 
bark-tanned leather for the uppers of work shoes, continued to expand 
its business even after the demand for this type of leather began to be 
affected by competition from colored side leather on the basis of style 
and from chrome-tanned leather on the basis of price. In 1922, when 
the company was operating under a receivership, there was on hand a 
large inventory of heavy bark-tanned leather. The receivers, who 
wished to convert the inventory into cash in order to produce colored 
side leather and chrome-tanned leather on a large scale, were uncertain 
whether to liquidate the inventory immediately at a low price or to 
postpone liquidation in the hope of selling the leather slowly at better 
prices. 


(1922) 


Because of injudicious expansion and failure to forecast the 
hide and leather markets correctly, the Massasoit Leather Com- 
pany, during a period of severe depression in the leather trade, 
was forced to undergo a receivership. One of the first problems 
engaging the attention of the receiver was the disposition to be 
made of an inventory of finished leather, amounting nearly to 
$1,000,000, mostly heavy, bark-tanned leather in black finishes. 

The Massasoit Leather Company originally was organized to 
manufacture bark-tanned’ leather for the uppers of work shoes, 
and its operations had expanded gradually until it had become 
one of the largest producers in the work shoe leather industry. 
In 1915 several tanners, anticipating an increasing demand for 
dress shoes, started the production of colored side leather® for 
use in cheap shoes of that type. The Massasoit Leather Com- 


* Fictitious name. 

* Tanning is a process producing a chemical change in a hide or skin, resulting 
in the formation of leather. Tannin or tannic acid, which is the active transforming 
agent, is found in numerous plants; hence there is a wide variety of vegetable 
tannages. The vegetable tanning process sometimes is carried on by the use of the 
bark or wood itself, but more frequently by the use of liquids extracted from the 
bark, wood, or fruits of various plants. The chrome, or mineral, process of tan- 
ning employs chrome salts, usually bichromate of potash or bichromate of soda. 
One of the great advantages of this process is the shorter time required. Most 
calf and kid upper leather is of chrome tannage, as is also much side leather. 

* Cattle hides to be tanned into upper leather are trimmed and divided into two 
sections or sides. Sides are split into grains and splits, the grain being the outer 
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pany, however, was slow in recognizing the demand for colored 
side leather. In 1917, on the entrance of the United States into 
the World War, the government insisted that tanners whose 
facilities were adapted to the manufacture of heavy leather should 
concentrate on it in order to supply shoe manufacturers who had 
government contracts for army shoes. High wages during the 
war changed the aspect of the work shoe business. Men who 
formerly had purchased only work shoes made of heavy bark- 
tanned leather began to demand dress shoes either of calf or 
colored side leather. 

After the war, however, the Massasoit Leather Company con- 
tinued to manufacture the same types of leather as previously, ex- 
cept in one tannery where the manufacture of light-colored side 
leather was introduced during the autumn of 1919. Business 
was good in the latter part of that year, and executives of the 
company confidently expected that it would remain so. Large 
quantities of hides were purchased at top prices. Even when it 
was realized that the market was at the peak, railroad congestion 
was delaying delivery of hides so seriously that the management 
continued to purchase “spot” hides so that its tanneries might 
have an adequate supply of raw material. During 1920, however, 
prices of hides declined rapidly, and the Massasoit Leather Com- 
pany was forced to write down inventories of finished leather in 
accordance with replacement values of hides. At the same time, 
several shoe manufacturers who owed the company for leather 
became involved in financial difficulties, and the company was 
unable to collect payment. It became necessary, therefore, for 
the company to go to the banks for additional funds, and even- 
tually bank loans totaled over $3,000,000. Late in 1920 the 
company stopped the production of bark-tanned leather. 

The Massasoit Leather Company belonged in general to the 
group of tanners who followed the policy of buying low-grade raw 
material, operating on a large scale, and making medium-grade 
leathers that could be sold in large lots. Shoe manufacturers to 
whom it sold leather distributed their products for the most part 
through wholesalers. 


surface, and the splits the inner layers. This type of leather is known as side 
leather, and practically every known finish of calfskin has been more or less suc- 
cessfully imitated in side leather. The texture of side leather is not so fine as that 
of calfskin, nor does it have the grain marking of calf leather. It is possible, how- 
ever, to produce an artificial grain in side leather by various methods of embossing 
and printing. 
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The sales of the Massasoit Leather Company were handled 
from the Boston office by a sales manager and four salesmen paid 
on a straight salary basis. In New York City, St. Louis, San 
Francisco, and foreign countries orders were obtained by commis- 
sion firms; the commissions varied from 2% to 5% of net sales, 
according to conditions. Trade in Chicago was taken care of 
by a firm of two men who received salaries and a commission of 
2% on net sales above $450,000. Samples were carried in New 
York City, St. Louis, and San Francisco; a small stock was car- 
ried in Chicago. Sales ordinarily were made only after inspection 
of samples or stocks by buyers. 

Because of the variations in grades, uniform market prices 
could not be established, and no price quotations could be pub- 
lished that were of assistance in determining market values. The 
Massasoit Leather Company learned the prices of other tanners, 
therefore, principally from the reports of salesmen and the state- 
ments of leather buyers. All orders received had to be confirmed 
by the sales manager, who exercised his own judgment freely as 
to whether the company could afford to sell at the prices tenta- 
tively agreed on between the salesmen and the buyers. The ap- 
proval of the sales manager also had to be secured for all sales 
made by representatives of the company who were selling on a 
commission basis. 

In July, 1922, when the receiver was appointed, 65% of the 
Massasoit Leather Company’s inventory consisted of heavy, bark- 
tanned leather. This stock had been on hand for more than 18 
months; in January, 1922, it was inventoried at 22 cents per 
square foot for top grades. There was a normal price differential 
of from 1 cent to 2 cents between grades. On an inventory taken 
by a representative of bank creditors in April, 1922, however, this 
part of the stock was inventoried at 20 cents per square foot. For 
the most part it had been manufactured from high-priced hides, 
and its value had been written down twice prior to January, 
1922. It was a question in July whether to place a low selling 
price on this leather in order to liquidate the stock or to postpone 
liquidation in the hope of being able to sell the leather slowly at 
better prices. 

Work shoes made of bark-tanned leather always had been 
cheaper than other shoes. One reason for this was that the 
bark-tanning process produced a better “split” than the chrome 
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process, which had an astringent effect. Since in tannery cost 
accounting splits were treated as by-products, “grains” of bark 
leather could be produced more cheaply than “grains” of chrome 
tannage. Popular grades of bark-tanned leather, therefore, had 
sold for a long time at a price about 4 cents per square foot below 
that for chrome-tanned work shoe leather. Through improve- 
ments in the process of tanning by several competitors of the 
Massasoit Leather Company, however, the quality of the splits 
obtained from the chrome tanning process had been brought to 
a point where chrome-tanned grains could be produced almost 
as cheaply as bark-tanned grains. Thus at the same time that 
the style tendency set against bark leather, a reduction in the 
price differential between the two types of leather gave further 
impetus to the movement away from bark leather. At the same 
price as competing leathers, heavy bark-tanned leather was not 
in demand. The rise in hide prices during the first six months 
of 1922, however, affected the more popular types of leather 
before it did bark-tanned leather and began to restore the price 
differential. It was then a question whether the buying power 
and style preference of purchasers of medium and low-priced 
shoes would be such that a differential of a few cents per square 
foot in the price of leather would lead shoe manufacturers to sub- 
stitute bark-tanned leather for colored side leather or for the 
various chrome tannages of work shoe leather. 

In July, 1922, the Massasoit Leather Company needed to turn 
its inventory into cash in order to buy hides and resume opera- 
tions on a large scale; apparently a new period of general busi- 
ness prosperity was beginning. The bulk of the company’s pro- 
duction at that time was colored side leather, and the remainder 
was chrome-retan* work shoe leather. Since the demand appar- 
ently was good for those leathers, the Massasoit Leather Com- 
pany wished to increase its output; it was especially desirous of 
increasing the sales of chrome-retan leather for work shoes. 

Despite the urgent need for cash, several executives were of 
the opinion that it would be advisable to sell the bark-tanned 
leather gradually in order not to flood the market with larger 
quantities than it readily could absorb. The existence of the 
large stock of bark-tanned leather belonging to the Massasoit 





“The retan process is a double process, consisting of a primary chrome tannage 
followed by a vegetable extract tannage. 
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Leather Company was well known in the leather trade. Other 
tanners had hesitated to produce similar merchandise during 1920 
and 1921, and in 1922, therefore, the company’s competitors had 
only small stocks of this kind of leather. 


CoMMENTARY: The predicament in which the company was in- 
volved with its stock of bark-tanned leather was the result of failure to 
foresee an impending business crisis and of failure to forecast the 
character of demand. It is with the second aspect of the company’s 
problem that this case primarily is concerned. 

The difficulty which the company was experiencing in liquidating its 
inventory of bark-tanned leather reflected the influence of consumers’ 
buying motives on the merchandising of fabricating materials. Many 
consumers no longer desired shoes made of heavy black leather, even 
at prices below those placed on shoes made of other types of leather. 
Personal comfort and style had come to have more influence than price 
on consumers’ purchases of shoes. Hence, shoe manufacturers instead 
of purchasing heavy black leather were purchasing leather of the sorts 
that could be made into popular styles of shoes. 

A heavy loss on the leather inventory of the company was inevitable. 
In July, 1922, the stock had been on hand for 18 months; two reduc- 
tions in price had been made; and the demand for the heavy black 
leather had not improved, nor was there any evidence that a material 
improvement in the demand for that type of leather was to be expected 
within a reasonable time. Under these circumstances the prices should 
have been reduced to a point where the leather could be sold expedi- 
tiously. Nothing was to be gained by continuing to carry the inventory, 
and the longer it was carried, the greater would be the loss resulting 
from the carrying charges incurred. 

Just as a retailer finds it advisable to liquidate promptly stocks of 
merchandise decadent in style, so a manufacturer should liquidate 
expeditiously stocks of fabricating materials for which the demand is 
waning. 

November, 1927 M. T. C. 


ARTIFICIAL LEATHER DISTRIBUTING CoMPANY? 


MANUFACTURERS’ AGENT AND WHOLESALER—UPHOLSTERY HAIR 


MERCHANDISING—Addition of Product to Line. A Cleveland firm manu- 
facturing curled hair for upholstery purposes asked the company to 
represent it as manufacturer’s agent in New England. The company 
already was New England agent for a company making artificial leather 
and also did a wholesale business in artificial leather. Because users of 
artificial leather also used curled hair, the company decided to accept 
the offer of the Cleveland company. The company was unable to secure 
orders for the new line, however, and after six months discontinued it. 


(1925) 

In 1925 a Cleveland firm which manufactured curled hair for 
upholstery purposes asked the Artificial Leather Distributing 
Company to represent it as manufacturer’s agent in New England. 
That company was interested in adding to its line and hence in- 
vestigated the offer of the Cleveland firm. 

The Artificial Leather Distributing Company was manufac- 
turer’s agent in New England for a Pennsylvania company man- 
ufacturing artificial leather. In addition, the Artificial Leather 
Distributing Company did a wholesale business in artificial 
leather, chiefly in oilcloth of a type not produced by the Pennsyl- 
vania manufacturer. The company’s annual sales for the Penn- 
sylvania manufacturer amounted to approximately $250,000, and 
the wholesale business amounted to from $125,000 to $175,000 
annually. Although it was smaller in volume, the wholesale busi- 
ness was the more profitable. The distributor’s commissions on 
sales for the Pennsylvania manufacturer for all except a few 
qualities of the artificial leather ranged from 114% to 214%. 
On a few of the better grades the commission was 5%. 

The Artificial Leather Distributing Company maintained four 
salesmen in New England. These salesmen called on prospective 
customers, submitted samples, and quoted prices. The smaller 
customers placed orders with the company’s salesmen, but the 
larger customers ordinarily preferred to correspond directly with 
the manufacturer. All orders were filled from the factory and 
control of credits and collections was centralized there. 

A wide variety of manufacturers used artificial leather. Among 

* Fictitious name. 
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the company’s customers were firms manufacturing upholstered 
furniture, automobiles, baby carriages, suitcases, shoes, women’s 
belts and bags, tennis rackets, and automobile trunks and tire 
covers. 

The Cleveland manufacturer of curled hair offered the com- 
pany a 5% commission on all sales made in New England. All 
shipments would be made from Cleveland, and collections would 
be handled there. The manufacturer at that time was advertising 
in a few trade papers circulating in New England. 

Inasmuch as the market for the curled hair was the same as 
one of its important markets for artificial leather, the Artificial 
Leather Distributing Company decided to accept the offer of the 
Cleveland firm. 

The Artificial Leather Distributing Company, in order to in- 
troduce the new line effectively, employed one salesman to sell 
that line only. For six months this salesman called on users of 
curled hair to solicit orders. He secured almost no orders, how- 
ever, and at the end of six months the company discontinued all 
efforts to sell the line. 

This failure was ascribed by the Artificial Leather Distributing 
Company to three facts: competition was keen in curled hair for 
upholstering uses; the curled hair manufactured by the Cleveland 
firm had no qualities which rendered it superior to competing 
hairs; and users preferred to buy the goods of manufacturers 
located near by. 


ComMENTARY: The experience of the Artificial Leather Distributing 
Company as a sales agent for curled hair was a common business 
episode. The Cleveland firm, casting around for new markets, thought 
it would try New England. Curled hair was used in New England; 
and why should that firm not secure a part of the business? The 
manufacturing company therefore sought a manufacturers’ agent who 
would become its sales representative in New England, with no expense 
or risk to the manufacturer. 

The Artificial Leather Distributing Company welcomed an oppor- 
tunity to increase its volume of sales, and, inasmuch as it was selling 
other materials to curled hair users, why should it not sell them curled 
hair? Hence the agency was accepted. Many business plans are being 
adopted daily as the result of reasoning closely analogous to that of 
the manufacturer and agent in this case. 

Neither party to the arrangement, however, manifested alertness in 
comprehending the marketing problem involved, which was to find out 
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in advance whether there really was a potential market in New Eng- 
land for the Cleveland curled hair manufacturer’s product. A few days 
of careful inquiry in advance should have revealed facts that would 
have led to the conclusion that the company reached by six months of 
experimenting. The cost of the experiment may not have been heavy, 
but it certainly was much more than the cost of a preliminary inquiry 
would have been. Furthermore, when the company hired a new sales- 
man especially for selling curled hair, it largely controverted the reason 
which it gave for accepting the agency. 


October, 1927 Mrrac: 


SaLLUst ALLOY STEEL CORPORATION* 
MANUFACTURER—ALLOY STEELS 


MErcHANDISING—Development of Alloys to Meet Special Needs of Cus- 
tomers. To avoid direct price competition and to be able to market 
its steel on the basis of quality and service, the company developed 
various alloys to meet special requirements of steel users. When it de- 
veloped a new composition for a customer, the company commonly 
required the customer to agree to purchase the entire quantity that it 
was necessary to make up in order to secure a sample, on condition that 
the sample proved satisfactory. 


(1928) 

During the period from about 1913 to 1928, the Sallust Alloy 
Steel Corporation had developed and standardized several special 
analyses of alloy steel. In addition to these compositions, which 
it carried in stock in bars, the company had developed analyses 
for various special purposes and was continually developing new 
compositions, either upon its own initiative or at the solicitation of 
steel users. It was the executives’ opinion that a comparatively 
small steel company which developed alloys to meet special needs 
was in a much firmer marketing position than was a small com- 
pany which undertook to sell standardized commercial steels. 

Various problems arose in connection with the development 
and sale of new compositions. One of these was the question of 
whether a customer for whom a special composition had been 
developed should be required to guarantee purchase of the mini- 
mum quantity that could be produced, on condition of satis- 
factory performance of a trial lot. 

Sallust special steels were not patented, since it was not pos- 
sible to patent chemical analyses. They were sold under regis- 
tered trade names, however. The general sales manager of the 
company stated that there were many purposes for which straight 
carbon steels were satisfactory. For certain machinery parts.sub- 
jected to severe service, however, steels that were more enduring 
and more uniform in quality, as well as lighter, than straight car- 
bon steels were necessary or at least desirable. It was to meet 
such needs that the company had developed its special 
compositions. 
~* Fictitious name. 
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Each of the compositions that the company sold regularly as 
standard merchandise was designed for particular uses. The 
chemical analyses were changed slightly from time to time as the 
company discovered means of improving them, but they were, 
in the main, standard and users could depend upon obtaining 
additional quantities of the goods from stock at any time. 

In addition to the standard grades of Sallust steels, the com- 
pany had developed special analyses such as spindle steel, auger 
bit steel, and gun barrel steel. The general sales manager stated 
that these compositions were purchased in larger quantities and 
were more competitive, and hence less profitable, than the stand- 
ardized compositions. Most customers for Sallust standard steels 
bought in comparatively small quantities and were more inter- 
ested in quality than in prices. Prices of those standard com- 
positions, the sales manager stated in January, 1928, had not been 
changed for two years, except in the case of a few very large 
users, yet no complaints had been received even when the price 
of ordinary commercial steel was falling. The few firms which 
purchased Sallust standard steels in very large quantities, how- 
ever, so that a small change in the price per ton made a substantial 
difference in the total price, expected Sallust prices to move with 
general market prices of commercial steel. 

The Sallust Alloy Steel Corporation in 1928 had 20 salesmen, 
who covered the territory from Chicago to the eastern coast. Each 
salesman was given a territory and was allowed a large measure 
of freedom in developing it. So long as business developed sat- 
isfactorily in a salesman’s territory, the company did not seek to 
direct too strictly the salesman’s activities. The sales manager 
stated that the salesmen usually reported their calls voluntarily 
and sought advice from the main office. 

Most of the twenty Sallust salesmen were engineers. Each 
man, before being put in the field, was given a one or two months’ 
training course at the company’s plant. During this course the 
salesman was required to conduct various tests and analyses of 
the steels and to write up his findings. The salesmen were paid 
salaries and commissions. Each salesman owned preferred stock 
in the company and most of the salesmen also owned a small 
amount of common stock. 





*From January, 1926, to May, 1927, the price of steel billets, Bessemer (Pitts- 
burgh), fell from $35 to $33 a long ton. United States Department of Commerce, 
Survey of Current Business. 
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The company advertised in Iron Age, the Iron Trade Review, 
the American Machinist, Machinery, and Transactions of the 
American Society for Steel Treating. In this advertising the 
company featured the trade names used on its products and em- 
phasized its ability to meet the special steel needs of users. Its 
ability to make quick deliveries on the standard compositions 
also was stressed. The company also did some direct-mail adver- 
tising. For each of its standard analyses, the company prepared 
for distribution to steel users small leaflets giving pertinent tech- 
nical information. The leaflets also stated the sizes in which the 
company carried the steel in stock and listed machinery parts for 
which the steel commonly was used. The company also sent to 
users a small catalog covering its special, as well as its standard, 
compositions and stating the quantities and sizes of each type of 
steel ready for immediate shipment. Inquiries received from the 
advertising were referred to the salesmen. 

It was the salesmen’s task to call upon actual and prospective 
customers and to convince them of the merits of using the special 
alloys instead of ordinary straight carbon steels. Often it was 
necessary for a salesman actually to demonstrate to the pro- 
spective user the superiority of Sallust products. This usually 
involved actual tests at the user’s plant. The Sallust Alloy Steel 
Corporation supplied samples for these tests. It was the com- 
pany’s policy to charge customers for samples. Such a charge 
discouraged the salesmen from leaving samples around promis- 
cuously, with firms which were not really interested but which 
would accept samples to get rid of the salesman. Users also, in 
the company’s opinion, appreciated samples more if they had 
to pay for them. 

The salesmen, in addition to demonstrating and selling the 
standard compositions that the company had developed, discov- 
ered special needs of customers for which the standard composi- 
tions were not exactly suited and, in cooperation with the users’ 
engineers and the company’s production staff, worked out new 
compositions. The ability of the Sallust Alloy Steel Corporation 
to work out special compositions was well known to steel users 
and requests for such service frequently were received. When 
the company was satisfied as to the financial reliability of a firm 
desiring a special composition, it did not hesitate to have the 
composition made up provided the customer agreed, if a sample 
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proved satisfactory, to purchase the entire heat that it was neces- 
sary to make up in order to secure a sample. 

The Jones Manufacturing Company of Worcester, Massachu- 
setts, for example, asked the corporation for a steel composition 
from which to make spindles, demanding unusual properties, for 
a new type of chucking machine that the company was developing. 
The Sallust Alloy Steel Corporation decided upon a composition 
suitable for the spindles, but found that it did not conform with 
any of the analyses which had been developed for other purposes 
and which were available so that small quantities could be sup- 
plied for test purposes. This necessitated the manufacture of a 
new heat of steel in accordance with the analysis which had been 
decided upon for the spindles. 

The minimum basic open-hearth heat of this type of steel 
which could be manufactured was 40 to 50 tons, while the initial 
order which the Jones Manufacturing Company was willing to 
place was for 2 tons, as the sales of the new chucking machine 
were not as yet developed. The Sallust Alloy Steel Corporation 
was desirous of filling this first 2-ton order, as the situation prom- 
ised large future business after the quality and adaptability of 
the special steel had been established. Yet the company did not 
wish to have left on its hands a large quantity of steel of which 
it might be difficult to dispose. 

Inasmuch as the Jones Manufacturing Company was a large 
and prosperous organization with a reputation for fair dealing, 
the Sallust Alloy Steel Corporation decided to make up the 4o- 
to 50-ton heat of steel, provided the customer would guarantee 
to purchase the entire quantity if the first shipment proved satis- 
factory. A sales contract was drawn up, in which the buyer 
agreed to purchase 2 tons as a trial order, and if the spindles 
made from this lot of material possessed the desired properties, 
he further agreed to purchase the balance of the special analysis 
heat within one year’s time. The trial shipment proved satisfac- 
tory and the customer took the entire heat as agreed. 

The general sales manager stated that the chief advantage 
to the company of the specialized nature of its products was the 
opportunity given for marketing the goods on the basis of quality 
and service rather than on a strictly price basis. 

ComMENTARY: This case furnishes an example of the manner in 
which a small company in a highly competitive industry dominated by 
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large manufacturers was able to operate successfully by means of a 
combination of keen merchandising and technical sales service. The 
company had turned its relatively small size to advantage by catering 
to highly specialized needs, with its executives and salesmen giving per- 
sonal attention to the peculiar requirements of each customer. 

The company’s confidence in its merchandising ability was attested 
by its willingness to make up a 4o- to 50-ton lot of a special composi- 
tion when a responsible customer placed a trial order for only 1 or 2 
tons. The cooperation received from customers and prospective cus- 
tomers in the study of their needs and the willingness of customers to 
pay for samples submitted for experimental purposes indicated that the 
customers also had a high degree of confidence in the company’s mer- 
chandising ability. 

February, 1928 Mati. C; 


CHARLAND CHEMICAL CoMPANY? 


MANUFACTURER—SEALING COMPOUNDS AND FLUXES 


MERCHANDISING—Addition of Products to Line. The company’s first prod- 
uct was a sealing compound for sale to manufacturers of packers’ cans. 
Within a few years the company, in order to diversify its line, added 
liquid flux, also for sale to can manufacturers; labeling adhesives, for 
sale to canners; shoe cements; and soda lime. The addition of these 
products involved the company in various sales and distribution 
problems. 


DisTRIBUTION CHANNELS—Use of Exclusive Distributor. The Detroit dis- 
tributor for the company’s line of fluxes, sold chiefly to automobile 
radiator manufacturers, asked for the exclusive agency for the com- 
pany’s labeling adhesives, for sale to canners. The company granted 
the agent’s request, but the agent was unsuccessful in selling the ad- 
hesives. This failure was attributed to the high delivered prices of 
the adhesives in the Detroit territory and to the agent’s lack of techni- 
cal knowledge of adhesives. 


DISTRIBUTION CHANNELS—Packaging to Promote Direct Sale to Users. 
Among other products the company manufactured soda lime, for use 
by the medical profession and in industrial laboratories. Large orders 
from users the company would fill directly, but it referred all small 
orders to its distributors. It was proposed that the company should 
package its soda lime in small lots and sell directly to users altogether. 


SALES Promotion—Mail Solicitation Utilized in Preference to Personal 
Selling. After several years of direct personal selling of its adhesives, 
which were used by canners, the company decided to discontinue per- 
sonal selling and thereafter to solicit orders by mail. The reputation 
and goodwill built up for the products was, in the company’s opinion, 
sufficient to justify this course. 


(1919-1928) 


The Charland Chemical Company, located in New England, 
began operations in 1919, in which year its sales volume was 
little more than $1,000. Its first product was an improved rubber 
sealing compound for use by manufacturers of packers’ cans. In 
the period from 1919 to 1927, the company, in order to diversify 
its line, added several other products. The addition of these prod- 
ucts involved the company in various problems of selling and 
distribution. 

In 1927 the company’s three most important lines, all of which 
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were sold under the brand name of “Charlo,” were sealing com- 
pound, flux, and adhesives. Total sales in 1926 were about 
$1,000,000; more than 80% of this volume was in sales of the 
three main lines. About one-sixth of the company’s sales were 
of goods for export. To improve its competitive position on the 
Pacific coast, both as to delivered prices and promptness in de- 
livery, and to facilitate trade with Hawaii, Japan, Australia, and 
other eastern countries, the company had established a branch 
factory in Oakland, California, in 1923. 

Charlo sealing compound was used by can manufacturers for 
lining the ends of round, sanitary cans in which food products 
such as vegetables, fruits, fish, and meats were to be packed. In 
1921 the company had developed an improved type of sealing 
compound and that compound largely had supplanted the older 
product. The market for sealing compounds consisted of about 
50 can manufacturing companies. The most important can mak- 
ing centers were Baltimore, Chicago, Cincinnati, San Francisco, 
and Seattle. 

The Charland Chemical Company’s sealing compound had to 
compete with the products of three manufacturers who, prior to 
1919, had supplied practically all requirements of such sealing 
materials in the United States. One company, located in New 
York City, had been handling almost 80% of the total sealing 
compound business in 1919. That company sold directly to 
users. A second competitor, located in New Jersey, also sold 
directly to users. The third competitor was on the Pacific Coast 
and sold through manufacturers’ agents. 

Prior to the introduction of the Charlo compound, most manu- 
facturers of packers’ cans had used as a sealing medium either 
a film deposit from a solution of rubber in benzol or a formed 
gasket of rubber or paper. The Charlo sealing compound was 
stated to be superior to other compounds because it had a propor- 
tionately larger rubber content; for this reason the company’s 
compound was slightly higher in price than other sealing medi- 
ums. Very soon after its introduction Charlo sealing compound 
became the standard compound used by large companies manu- 
facturing cans. 

Mr. Cook, who was president of the Charland Chemical Com- 
pany, and Mr. Todd, the vice-president, attributed their success 
in selling the compound to their technical knowledge of their cus- 
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tomers’ problems and to the merit of the product. Mr. Cook and 
Mr. Todd studied the problems of can manufacturers in the com- 
pany’s own experimental laboratories and also in the factories of 
several can manufacturers. The Charland Chemical Company 
operated a laboratory for testing its own products, the products 
of competitors, and the cans of its customers. No charge was 
made for this service except in unusual cases when the company 
had to employ outside aid for the benefit of a particular firm. By 
their laboratory studies the executives, and also the salesmen, be- 
came acquainted not only with sealing problems but also with 
other problems involved in making cans. This knowledge of their 
customers’ production problems fitted the executives and sales- 
men to give advice and tended to inspire confidence on the part 
of users. Furthermore, it was the company’s policy to put order- 
taking in the background and to put foremost its willingness 
and capacity to give technical aid. The response of many manu- 
facturers was to purchase from the Charland Chemical Company 
instead of from other sealing compound producers whose sales- 
men were not so well informed about the can manufacturing 
business. 

Late in 1919 the Charland Chemical Company started making 
Charlo liquid flux, or soldering fluid, which was a concentrated 
liquid base especially designed for making up, by a simple dilu- 
tion with water, the various fluxing solutions used by can manu- 
facturers. Charlo flux was first sold at a price about 1 cent a 
pound, or from 15% to 20%, above the price of competing prod- 
ucts. Later, when production reached a larger volume, the com- 
pany reduced the price so that it exceeded competitors’ prices 
by only from 5% to 8%. This new line was introduced because 
the company was desirous of supplying can manufacturers with 
both of their main chemical compound requirements. The new 
line also decreased the unit cost of sales. By 1926 the company 
had extended its flux sales to the automobile radiator market, 
which was then taking about 50% of its output. 

A line of Charlo labeling adhesives was introduced in 1921 to 
be sold to the canners themselves. Although there were perhaps 
100 companies manufacturing adhesives, many of which were 
competing for the labeling trade, the Charland Chemical Com- 
pany thought it wise to add adhesives to its line. The company 
always had considered it important to maintain contact with 
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canners in order to study the results which its sealing compound 
and flux were giving in the finished cans. The adhesives provided 
a means of entry to canning firms and their sales bore the cost 
of maintaining contacts with those firms. Incidentally, its sales 
promotion of adhesives enabled the company to familiarize the 
canners with Charlo sealing compound and, in some cases, to in- 
duce canners to specify that product for their cans. Another im- 
portant reason for adding the adhesive line was the company’s 
desire to build up its reputation as a specialist in the canning in- 
dustry. The fact that most of the labeling adhesives on the 
market were considered by the company to be inferior in quality 
also was an argument in favor of the addition of this line. There 
were over 1,000 potential purchasers of labeling adhesives in the 
canning trade. 

Charlo adhesives were slightly more expensive than most com- 
peting lines, but the Charlo line was stated to be of exceptional 
quality. Labels usually were applied to the cans by machine, and 
a good glue was desirable in order that the machine might oper- 
ate at its highest efficiency. With ordinary adhesives, labels not 
infrequently failed to stick. Charlo adhesives properly applied, 
it was claimed, seldom failed. In selling adhesives the chief task 
of the company’s salesmen was to convince packers that the extra 
cost of Charlo adhesives was more than offset by the saving in 
overhead and the reduction of unsatisfactory work. Small pack- 
ers were slower to appreciate this saving than were large users and 
consequently it was harder to sell to them. Technical advice was 
necessary in order to insure correct application of the glue. 

As a method of sales promotion, the company sold its adhesives 
in 5-gallon metal containers instead of in 50-gallon barrels or in 
1-gallon or 5-gallon wooden kegs as was customary. The metal 
container was more convenient to handle; it gave the product 
better protection against evaporation and deterioration; and it 
could be cleaned of every ounce of glue. To cover the cost of 
this improved container, the buyer, when purchasing in less-than- 
10-pail lots, was charged 1 cent a pound above the base price in 
barrel lots; the base price was usually about 6 cents a pound. 
On an order for ro pails or more, the additional cost was % 
cent a pound. Most customers preferred the new container. 

In addition to the flux and adhesives, the company by 1927 
had added shoe cements and soda lime to its line. 
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Mr. Cook believed that for the company’s main lines the best 
method of distribution ordinarily was direct sale to can manu- 
facturers and packers. He thought that service was the keynote 
in selling these products and that service could be performed 
much more satisfactorily by his own sales representatives than 
by agents or dealers. Direct selling also served to keep the com- 
pany in touch with problems and developments among the users 
of its products. In 1927, sales of the company’s three main lines, 
therefore, were being made directly with but three exceptions. A 
distributor, located at Seattle, was used in the Pacific Northwest 
for selling sealing compound, flux, and adhesives. Alhesives in 
the Baltimore territory were sold through a distributor. And 
flux in the Detroit territory was handled by an agent. Nine sales- 
men traveled from the factory selling sealing compound and flux 
primarily and adhesives incidentally; an additional salesman 
made adhesives his chief business. All the salesmen were tech- 
nically trained college men who had spent several months in the 
factory and laboratory before going into the field. They were 
carefully instructed to put service first. Order-taking was so in- 
cidental that only 1% of the orders received came through 
salesmen. 

The company sold through a distributor in Seattle for three 
reasons: first, the distributor gave the company a large cash order 
during the depression period of 1921, when the company was 
hard pressed financially; second, freight rates to the Pacific 
Coast made competition with local producers difficult in that re- 
gion; third, several Pacific coast buyers who did business in 
Alaska needed quick deliveries to meet ship sailings. The dis- 
tributor had a good name among his customers and was able, 
therefore, to make a large volume of sales for the Charland Chem- 
ical Company. The distributor paid cash for his purchases, did 
the billing and collecting, and carried stocks; the discount al- 
lowed the distributor was 10%. The Charland Chemical Com- 
pany sent its own salesmen to the Pacific Northwest from time to 
time in order to maintain contact with, and to give service to, 
the can manufacturing companies located there. 

The Baltimore territory, for adhesives alone, was granted in 
1922 toa firm which appeared to have exceptional goodwill among 
can manufacturers and canners. Although the volume of sales 
obtained in that territory proved to be fairly satisfactory, the 
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distributor did not have the technical knowledge necessary for 
pushing the sales of adhesives. A large proportion of the distrib- 
utor’s sales of this line resulted from the efforts of the Charland 
Chemical Company’s own salesmen. 

The agent in Detroit, who handled flux, carried noncompeting 
products of other manufacturers, as did the two distributors to 
whom the company sold, but, in the case of the agent, the Charlo 
product was the main line. Mr. Cook considered the agency 
necessary in Detroit in order to give quick delivery service. Other 
flux manufacturers selling to the automobile radiator trade had 
local agents and local stocks in that city. The agent sold in the 
name of the Charland Chemical Company and was granted a com- 
mission of 10%. He was successful in selling flux to automobile 
radiator manufacturers. Those firms, in fact, bought practically 
all the Charlo flux that was sold in the Detroit district. The 
agent’s efforts were supplemented by one of the company’s flux 
experts who made about a half-dozen trips to Detroit each year. 
The company was able to meet the competition of lower-priced 
fluxes through its ability to render valuable technical assistance 
to customers. 

In the summer of 1925 the Detroit agent asked for the com- 
pany’s adhesive line. He did not know the adhesive business, 
but felt that he would be able to make satisfactory contacts with 
the packers, who constituted the main market for adhesives. The 
company had not developed the market for adhesives in this ter- 
ritory. There were not enough can manufacturing companies 
there to warrant regular solicitation of orders for sealing com- 
pound, and the packers bought adhesives in quantities too small to 
justify sending a salesman to that territory for adhesives alone. 
Packers usually purchased adhesives in quantities of from 5 
gallons to 50 gallons. Furthermore, freight charges put the 
company at a disadvantage as compared with local manufacturers. 
Freight to Detroit on less-than-carload lots was about 75 cents a 
pound and on carload lots about 35 cents a pound. The price 
of Charlo adhesives therefore averaged about 1 cent a pound 
more than the price of locally produced glues. 

There was a further competitive disadvantage which existed 
in all places where the company had to compete with local man- 
ufacturers. Adhesives were spoiled by freezing, which meant 
that in at least four months of the year there was serious danger 
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of loss from adverse weather conditions, especially when ship- 
ments had to be in transit several days. To meet this difficulty 
the company had urged its customers, with fair success, to order 
their winter requirements in the fall; in order to encourage early 
orders the company offered post-datings as of January 1. 

The company decided to grant the request of the Detroit agent 
to handle adhesives. After a year, however, the agency was dis- 
continued. The sales manager attributed the failure to two 
causes—the high delivered price and the agent’s lack of technical 
knowledge of the application of adhesives. 

The Charland Chemical Company manufactured shoe cements 
under an exclusive long-term contract for a firm which sold sup- 
plies to shoe manufacturers. This firm was well and favorably 
known to companies purchasing shoe cements. Its sales efforts 
were supplemented by a salesman from the Charland Chemical 
Company who was an expert in the shoe cement line and in its 
use by the shoe industry. 

The company sold its soda lime to dealers and also directly 
to large users. In 1926 the direct sales of the lime amounted to 
$2,000, or 20% of the company’s sales of that product. The com- 
pany employed no salesmen for selling its lime; patronage was 
secured by advertising in three or four medical journals. The 
soda lime was a nondeliquescent substance used for the absorp- 
tion of acid gases; it was patented and was known as Wright’s 
soda lime, so called after the man who was chiefly responsible for 
its development. Soda lime was used extensively by the medical 
profession for certain testing purposes. Its next most important 
use was in experimental and testing laboratories of industrial 
companies. It was used, for example, in the determination of 
the carbon content of steel. It was also used in the manufacture 
of industrial gas masks because of its power to absorb poisonous 
acid gases. The company sold soda lime directly to hospitals or 
other users in 40-pound lots or more. Frequently, the company 
received orders for less than 40 pounds but invariably it referred 
customers tendering such orders to a dealer. Dealers received 
discounts which varied according to the grade; the discounts 
were thought by the manufacturer to be unusually liberal. There 
had been no complaints of the fact that the Charland Chemical 
Company sold directly to large users. The reason, according to 
Mr. Cook, was that no dealer ‘“‘had the face to complain of the 
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Charland Chemical Company’s competition when he had such a 
wide margin.” Furthermore, the dealers appreciated the fact 
that the company adhered to a one-price policy. 

In the fall of 1927 the company considered the advisability of 
selling all its output of soda lime directly to users. Such a course 
would involve packaging the soda lime in small lots Otei 2, 
and 10 pounds. It was estimated that these packages could be 
sold at prices which would yield a gross margin of about 3090 
after allowance for manufacturing profit. Because of the high 
quality of Wright soda lime, there was only one other soda lime 
which offered serious competition. Wright soda lime, however, 
apparently was generally preferred by the medical profession, 
which constituted by far the most important market. The com- 
peting firm packaged soda lime in small quantities and sold that 
item with other laboratory supplies which it manufactured. 

Early in 1928 the Charland Chemical Company decided to dis- 
continue practically all personal selling for its adhesives and 
thereafter to solicit orders for that product by mail. The execu- 
tives were of the opinion that the reputation and goodwill which 
had been built up for the adhesives would enable the company to 
retain its present customers and gradually to obtain new ones 
through intelligently conducted mail solicitation. The personal 
contacts with canners which sale of adhesives had facilitated no 
longer were deemed so essential in providing the company with 
information as to the results of its sealing compound and flux, 
since those products had become firmly established. 


ComMMENTARY: ‘The Charland Chemical Company within a period 
of eight years had encountered a wide variety of marketing problems 
including those of technical sales service, segregation of sales organiza- 
tion, employment of manufacturers’ agents, distribution through 
dealers, advertising to professional men, contract sale to a single large 
customer, and the merchandising of new lines. Not all these problems 
had been handled with the acumen shown in developing the market 
for the sealing fluid and flux; the company started on a small scale 
and it was not within the range of human probabilities that a single 
company of this size could cope in masterly fashion with such a series 
of problems within such a short period of years. 

The complexities of the company’s problems arose out of the course 
which the company followed in diversifying its products. Diversifica- 
tion was desirable in order to secure stability of operations and 
essential in order to increase the volume of sales. The nucleus of the 
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business was the sealing compound, the sales of which were built up by 
the use of sales methods that were based upon intimate acquaintance 
with the needs of the potential customers. Since there were only about 
50 potential users of this product, some of which were large companies, 
the technical sales problems could be handled effectively with a small 
sales crew. 

When the company added the flux to its line, it was following a con- 
sistent course; for a large market for flux existed among the customers 
to which the sealing compound was sold and the two products pre- 
sented analogous technical problems from the sales standpoint. When 
the company undertook to sell the flux to automobile manufacturers 
it was entering a somewhat different market, but one to which its pre- 
vious sales methods could readily be applied. The employment of an 
agent in Detroit to carry stocks from which prompt deliveries could 
be made was a necessary supplement to the plan followed in selling 
the sealing compound and flux to can manufacturers. The success of 
the company in the Detroit market was indicated by the fact that in 
1926 50% of the company’s sales of flux were to automobile radiator 
manufacturers. 

The decision to engage in the production of adhesives was question- 
able from the marketing standpoint. The market for adhesives was 
made up of a group of users entirely distinct from the groups to which 
the other products of the company were sold. For adhesives there were 
about 1,000 potential purchasers in the canning industry, many of them 
small, and with a highly seasonal business. Catering to these 1,000 
canners there were somewhat less than 100 manufacturers of adhesives. 
There is no evidence that the Charland Chemical Company was war- 
ranted in entering into that competitive situation. Although through 
the contacts with canners, which its sale of adhesives afforded, the 
company might secure useful information relating to the utilization of 
its compound and flux, and perhaps was able to do a little missionary 
work for those lines, these advantages in themselves scarcely were suffi- 
cient to justify the addition of the new line. 

The adhesives, furthermore, apparently were not suited to the type 
of selling methods that the company had used in building up its busi- 
ness in sealing compound and flux. To sell sealing compound and flux 
to 50 can manufacturers the company had 9 salesmen. To sell adhesives 
to 1,000 canners the company had an agent, a distributor who special- 
ized on that market, and, until 1928, one salesman. The 9 salesmen 
selling sealing compound and flux and the flux agent in Detroit gave 
some incidental attention to the sale of adhesives. Then, in 1928, the 
company discontinued personal selling for the adhesives. 

When the company added shoe cement to its line, it entered another 
entirely different market with a wholly new set of technical selling 
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problems. By selling its entire output of shoe cement to a single cus- 
tomer, the company placed itself in a less independent position than 
it held in marketing its other products. The company engaged in the 
manufacture of shoe cement under very special conditions which tem- 
porarily were advantageous. Such a concentration of sales, however, 
often proves to be disadvantageous in the long run. 

Soda lime, the last product added, had a still different market which 
called for methods of distribution and sales promotion unlike those 
which the company had employed for marketing any of its other 
products. 

The experience of this company illustrates the utilization of technical 
sales service by a small manufacturer in gaining a foothold in a com- 
petitive market. The company’s merchandising procedure also was 
worth noting. Diversification of products was desirable, and when 
flux was added to the first product, a consistent marketing program 
could be adhered to. Shoe cements also permitted, potentially, the 
maintenance of a consistent program. In adding adhesives and soda 
lime, however, the company was entering upon fields with marketing 
problems so different from those of its other products that the wisdom 
of its course was questionable. 


December, 1927 IM ieee 


WESTMACOTT MACHINERY Company? 
MANUFACTURER—POLISHING MACHINERY 


MERCHANDISING—Addition of Supplies to Line of Machinery Manufacturer. 
The company, which manufactured machinery for polishing floors, 
walls, and monuments of marble, granite, and other kinds of stone, 
occasionally received orders for abrasive materials and other supplies 
for use with the machinery sold to manufacturers of monuments. The 
company decided to carry stocks of such supplies for sale directly to 
users and to mention this fact in its advertising. Since, in the follow- 
ing five years, the company received few orders for such supplies and 
since most of these orders were small, it decided to discontinue selling 
the supplies. 


(1920-1925) 


Although the Westmacott Machinery Company did not carry 
abrasive materials and other supplies for use with the polishing 
machinery that it produced for sale to manufacturers of monu- 
ments, it occasionally received orders for such supplies from users 
of its machines. These orders, in 1920, suggested to the com- 
pany the possibility of adding such supplies to its line. 

Sales of polishing machinery for use by manufacturers of 
monuments constituted only about 20% of the company’s total 
sales. The remaining sales were of machines for rubbing and 
polishing floors, walls, and wall bases made of marble, granite, 
terrazzo, tile, or cast stone. 

The Westmacott Machinery Company maintained no sales 
force and depended for orders upon the catalog which it sent to 
customers and prospective customers and upon its advertising in 
trade papers. Prices of the company’s machines ranged from 
$225 each to $450 each. 

The market for the floor and wall polishing machines was 
among contractors in charge of the marble and other hard-surface 
construction work in new buildings. About 90% of the com- 
pany’s sales of floor and wall polishing machines were made 
directly to the contractors, and about 10% were made to contrac- 
tors’ supply firms. The bulk of the company’s sales of these ma- 
chines was to large contractors who operated half a dozen or more 
of each of the various types. In some instances the company 
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rented machines to small contractors or to large contractors who 
temporarily needed additional machines. 

In connection with the company’s floor and wall polishing 
machines it was necessary to use especially prepared stones of 
carborundum, an extremely hard material which, when rubbed 
over floor or wall surfaces, smoothed and polished them. The 
company held a patent on the carborundum stones for use with 
its machines, and had those stones made to order for it. No 
other carborundum stones and no other abrasive material could 
be used with Westmacott machines, and it was necessary for all 
users to get supplies of carborundum stones directly from the 
company. A set of the stones, sufficient for polishing approxi- 
mately 1,000 square feet of floor surface, cost $4.25. Single 
orders for the stones varied from $4.25 to $1,000. 

About half the company’s sales of machinery for rubbing and 
polishing monuments were made directly to firms manufacturing 
monuments, and about half were made through supply firms for 
the monument industry. These supply firms bought the ma- 
chines outright, but, in most instances, shipments were made to 
users directly from the company’s plant. There were a large 
number of firms manufacturing monuments. As a rule those 
firms were small, had little capital, and bought from hand to 
mouth. Most of them were located in marble and granite cen- 
ters. Supply firms for this industry were conveniently located, 
and they customarily maintained sales forces for calling upon 
customers. 

Among the supplies sold by the supply firms were crushed steel, 
the abrasive material commonly used in polishing monuments, 
putty powder, oxalic acid, and buffer felt, all of which were used 
in connection with the polishing process. These materials were 
standard and were used with Westmacott machines as well as 
with other polishing machines. For some of the polishing work, 
however, carborundum stones were used as an abrasive rather 
than crushed steel, and carborundum stones for Westmacott mon- 
ument machines, as in the case of Westmacott floor and wall 
polishers, were patented and could be obtained only from the 
company. 

If the company decided to carry supplies for its monument ma- 
chines, it would buy them in large quantities from manufacturers 
or manufacturers’ agents and resell directly to the users of the 
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machines. The company investigated and learned that it could 
buy crushed steel at a discount of 15% from the customary price 
to users. Handling and other expenses involved in selling the 
item were expected to amount to about 8% of sales. Approxi- 
mately the same percentages would apply to the putty powder 
and other supplies that the company contemplated selling. A 
single polishing machine, the company figured, if operated reg- 
ularly would require in the course of a year about $25 worth of 
these supplies. 

The Westmacott Machinery Company decided to carry stocks 
of crushed steel and of the other supplies for sale directly to 
users of its machinery. In its advertising the company stated 
that such supplies could be obtained from it. 

During the five years following this decision, the company re- 
ceived few orders for supplies, and most of the orders ‘vhich it 
did receive were in small quantities. A monument manufacturer 
who needed $25 or $50 worth of supplies in the course of a year 
would place perhaps a dozen orders. The company, therefore, 
decided to discontinue all efforts to sell supplies, other than pat- 
ented carborundum stones, for its monument machinery. 


CoMMENTARY: The outcome of the company’s experiment was 
what should have been expected. The company had no especial 
reason to offer as to why monument manufacturers should buy sup- 
plies from it. The same sort of supplies could be obtained from supply 
firms, which generally were located favorably for making deliveries. 
The company, furthermore, employed no traveling salesmen to solicit 
orders for supplies and thereby impress upon the monument manufac- 
turers the fact that the company was dealing in supplies. The machines 
and the carborundum stones which the company advertised had char- 
acteristics which commanded attention from prospective users. Not so 
the supplies. 

This case, like the Intervale Supply Company’s case,’ shows that a 
manufacturing company usually cannot handle successfully a jobbing 
business in supplies. 

October, 1927 M. T. C. 


7See Intervale Supply Company, 3 H.B.R. 26. 


WAvERLY MANUFACTURING COMPANY? 
MANUFACTURER—BENCH GRINDERS 


DistRIBUTION CHANNELS—Selection for Product Added to Line. The com- 
pany, a manufacturer of high-priced installation machinery, undertook 
to have a comparatively inexpensive bench grinder which it developed 
sold by the same agents which sold the installations. This plan was 
unsatisfactory. The company considered: granting exclusive agencies 
for the grinders to supply firms; selling to supply firms without ex- 
clusive agencies; selecting suitable manufacturers’ agents to sell the 
grinders. 


(1927) 


In 1924 the Waverly Manufacturing Company had begun to 
market a bench grinder which it had developed some years pre- 
viously for use in its own shops. For marketing this compara- 
tively inexpensive machine, the company had used chiefly the 
same agents that it used for the high-priced machines of in- 
stallation type in which it specialized. In 1927 sales and pro- 
duction of the grinders were well balanced, but the company’s 
plant facilities would allow a substantial increase in production. 
The company concluded, therefore, that if it was to develop the 
market adequately and make full use of its plant, it would have 
to revise its marketing program. 

The bench grinder was made in portable or stationary models 
of two sizes, known as the “Little Hustler” and the “Big Hustler,” 
which sold for $125 and $250, respectively. The company’s terms 
for the machines were 30 days net, f.o.b. New York, unless the 
weak credit standing of a purchaser necessitated advance pay- 
ment. There were seven other companies in the United States 
manufacturing bench grinders which the company considered as 
competitors of the Hustlers. Prices of these competing machines 
ranged from $70 to $180. Accessory tools for use with the 
Hustlers also were sold by the company, either individually or in 
sets. A complete set was priced at $125 and included burrs, 
grinding wheels, flexible polishers, sanding drums, flexible wheels, 
cones, abrasive sticks, and wire brushes. Tools made for other 
bench grinders could be used on the Hustlers, but the tools espe- 


* Fictitious name. 


104 


WAVERLY MANUFACTURING COMPANY 105 


cially designed for those machines were superior for that purpose. 

A bench grinder is a machine consisting essentially of a small 
fractional horse power electric motor, driving a long flexible shaft 
to the end of which is attached the grinding tool. Several special 
features made the Hustlers superior in certain respects to com- 
peting grinders. One of these features was the yoke on which 
were mounted the electric motor and the flexible shaft. The yoke 
was So arranged as to permit the motor and the shaft head auto- 
matically to move up or down or to either side as the operator 
changed the position of the tool he was using, thus freeing the 
operator from the necessity of readjusting the machine when he 
changed the position of the cutting piece. The handpiece which 
the operator held and into which the tools were fitted, moreover, 
was especially designed and fitted with ball bearings so that it did 
not become heated. The shaft was belt driven by the motor, and 
the pulleys were designed so that four speeds were obtainable. A 
convenient belt-adjusting device permitted the operator to change 
quickly the shaft speed. A high-speed handpiece, not found on 
competing machines, was provided also. The special features 
were in part protected by patents. 

The Hustlers could be used in practically all industries requir- 
ing operations which involved the grinding, drilling, or polishing 
of metals. They were especially useful in finishing castings which 
were too heavy to be brought to stationary grinders. The ma- 
chines also could be used for polishing marble or porcelain and 
could be adapted for use in wood-working shops, although that 
had not as yet been done. The versatility of the machines is il- 
lustrated by the fact that a large fish canning company used one 
of them with an attachment for scaling fish. 

When, in 1924, the Waverly Manufacturing Company had de- 
cided to market the Hustlers, it had induced the manufacturers’ 
agents who sold its heavy installation machines to sell the grind- 
ing machines also. There were five of these agents in the United 
States, with offices so located that their territories practically 
were noncompeting. One agent had offices in Detroit, Pittsburgh, 
Chicago, and Cleveland; another had offices in St. Louis and Cin- 
cinnati; and the three others had offices in Birmingham, Boston, 
and Buffalo, respectively. Three of the agents had exclusive terri- 
tories for the Waverly installations; the company did not grant 
exclusive territories to the Boston and Buffalo distributors, how- 
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ever, inasmuch as it sold many machines directly to manufac- 
turers in New York and the New England states. The agents, in 
addition to the Waverly machines, sold heavy milling machinery, 
planing machinery, and die-cutting machinery of other manu- 








EXHIBIT I 
Space ADVERTISING OF THE WAVERLY MANUFACTURING COMPANY 
IN 1926 
AMOUNT OF SPACE Cost 
PUBLICATION Hustler General Hustler General 
Advertising Advertising Advertising | Advertising 
American Machine Tool 
Records cect s cers I PALS MOUCALY me || neice sie lsistere sievenlsre $202,560) i pesoeries 
American Machinist..|~; and 5 page al-|1 page January. ~ 325.00 $175.00 
ternating every 4|1/30 page twice 
weeks. monthly. 
Machinery............ 7s page January|7; page monthly 107.50 
and December. except January 
and December. 
Forging, Stamping and| page every other|?4 page every other 192.50 
Heat Treating...... month, month. 
A. S. M. E. Yearly Cat-|1/20 page. 19/20 page. 161.50 
MlOP eraianten whidive aes 
Buyer’s Register...... £/T2 page monthly. loa.cswccades cement OLS SO Tie leeer.varcts 
Thomas’ Register ..... 71% inches. 74 inches. I25.00 
TTONVA Ge sa os eles. ceeia ae We ersctoorisreree at eisiowe.© I page January. 125.00 
CE OC ANS co cporote eiaieic ete tel] siaveyaterers o ahatecstetave/ wave ficcetor a miaelet erst reesrale $814.56 $886.50 





facturers. The agents’ sales were made chiefly to manufacturers 
of machinery, automobiles, railroad equipment, and electrical 
equipment. Each sale involved a large sum and was preceded by 
a relatively long period of negotiation between the agent’s sales- 
man and the executives of the purchasing firm. The Waverly 
installations, for example, sold for from $12,000 to $30,000. 
All shipments of these machines were made directly from the 
company’s factory to the customers. Production often was not 
started until orders had been received. The agents received a 
commission of 10% of the selling price for selling the large 
Waverly machines. 

Each year since it had begun to market the grinders, the com- 
pany had advertised them in the publications which it judged were 
regarded as buyers’ guides for this type of machinery. The com- 
pany, however, was prepared to expand its advertising and sales 
promotional program if that were deemed advisable. Exhibit x 
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summarizes the company’s 1926 space advertising of Hustlers and 
of its products in general. Some inquiries had resulted from this 
advertising. 

Sometimes the Hustlers were advertised alone and sometimes 
they were pictured with the company’s heavy installations. A 
typical combination advertisement had the headline “(Equipment 
for the Modern Drop Forge Plant,” and showed three pictures: 
a die room in the Humphrey Electrical Works where Hustlers 
were in use; the Hustler, beneath which were the words “Efficient 
plants have found a thousand uses for Hustlers”; and a Waverly 
installation as used in the Humphrey Electrical Works. Typical 
advertisements devoted exclusively to Hustlers showed pictures 
of the machines and contained copy such as: 


HustLer BENCH GRINDER 


Has distinctive features of superiority. Automatic adjustment 
to position. Speed range 850—11,000 R.P.M. Power—Flexibility 
—Control. Equipped for die sinking, toolmaking, polishing, mill- 
ing, drilling, and snagging. New uses being found daily. 


WAVERLY MANUFACTURING Company, NEw York City 





A wheel speed of 10,500 R.P.M., the shaft running at 3,500 
R.P.M. Just one of the many distinctive features of the Hustler 
Bench Grinder—the machine which has made such a remarkable 
success everywhere. 

Write for Particulars 


WaAvERLY MANUFACTURING ComMPANY, NEW York CIty 


In addition to its periodical advertising, the company occasion- 
ally sent circulars to a mailing list obtained from buyers’ guides 
such as Hendrick’s Commercial Register and Thomas’ Register. 
The company also occasionally supplied agents with literature for 
mailing to their customers. 

In 1926 the company gave demonstrations of its machinery and 
distributed circulars at the following machinery shows and con- 
ventions: Atlantic City, Railway Manufacturers’ Supply Associa- 
tion; New Haven, Machine Tool Exhibit; Chicago, National 
Machinery Tool Exposition; Detroit, American Foundrymen’s 
Association; New York, National Exposition of Power and Me- 
chanical Engineers. These exhibitions, in the company’s opinion, 
were the most effective means of interesting prospective buyers. 
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The cost to the company for exhibiting the grinding machines in 
1926 was $1,650. 

Manufacturers of competing bench grinders sold in various 
ways. Those large companies which produced many small ma- 
chines that could be used in several industries generally had 
branch offices in the leading industrial centers. Their salesmen, 
operating from the branch offices, sold directly to users. Some 
small competitors sold through supply firms; others sold through 
manufacturers’ agents for small machinery, such as air compres- 
sors, small pneumatic tools, and pipe-bending machinery. These 
agents had exclusive territories and sold usually on a commission 
basis to the users. Occasionally they sold also to supply firms. 
Sales by supply firms were reported usually to be small because 
the supply firms’ salesmen did not have the technical knowledge 
necessary to advise concerning the proper machine for a particu- 
lar job, or because salesmen were reluctant to devote considerable 
time to demonstrating a single product of a large line. 

The advertising of competitors followed two general practices. 
Some companies used technical copy like that written for the 
Hustlers; others preferred less technical copy like that of a com- 
pany which stressed the idea of a “rotary file.’ The following 
examples are of nontechnical copy which appeared in the advertis- 
ing by two competitors. The illustrations used in the advertise- 
ments showed either the particular bench grinder which was being 
advertised or a workman using the machine for some special 
work. The advertisements occupied respectively one-fourth and 
one-half pages in the industrial papers in which they appeared. 


For Light Assembling— 
Drilling, Reaming, Polishing, 


Tool and Die Making—Usr Economy FLExIBLE SHAFT DRIVEN 
Toots 


In dozens of shops, on hundreds of jobs, these portable motor- 
driven tools are effecting vital economies. 


Slow, cumbersome, costly, hand finish is accomplished in a 
fraction of the time by the aid of the flexible shaft. 


Look about your shop now—there are many operations that can 
be performed to better advantage and with greater profits. 


May we show you the way in our 36-page catalog? 
Gladly sent upon request. 
Economy FLEXIBLE SHAFT COMPANY 
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Hanpy AS A HAMMER—AND AS NECESSARY 

No metal working plant would deign to “get along” without 
some kind of a hammer. Yet hundreds of them are doing without 
as basically necessary an equipment because they do not “know of 
their own knowledge” what it will do for them. Consequently they 
continue to sacrifice many valuable hours to methods which are 
becoming obsolete through the high developments of Excelso Flex- 
ible Equipments and Special Tools. 

Just as there is a “right kind of hammer” for each particular 
job, so there is a right type of Excelso Equipment for any one of 
the dozens of different kinds of work in your plant—where they 
will reduce operation costs from at least 10% to 50% and more. 
And they will produce better work than you are now acquiring 
with the now more expensive methods. 

Power sizes range from ¥% to 1 horse power. Built in convenient 
forms that meet every physical plant requirement—such as Bench, 
Pedestal, Suspended, Caster Base, and Floor Truck Type. Direct 
and counter shaft drives. For Grinding, Filing, Scraping, Metal 
Pattern Making, Die Sinking and Sharpening, Buffing and 
Polishing. 

Advise of your main classes of work. 
We will recommend the proper equipment. 
A demonstration in your plant will prove 
their many economical features. 


ExcELso EQUIPMENT CoMPANY 

A sales manager with headquarters at the company’s New York 
office devoted his time exclusively to Hustlers. He visited the five 
agents from time to time to assist them in selling Hustlers. Exclu- 
sive agencies for the Hustlers had not been granted the five 
agents, and the company made some sales through mill supply 
firms and directly to users. Five men employed by the company 
to demonstrate its installation machinery also attempted to sell 
Hustlers. On sales of Hustlers they received a commission of 
15%, as also did the five agents for the heavy machines, to whom 
the company shipped Hustlers on consignment. Those agents 
were expected to purchase outright stocks of accessory tools for 
the machines. 

Users ordinarily ordered only one or two Hustlers at a time, 
although large manufacturers sometimes purchased in greater 
quantities. Sales of Hustlers, including commissions, were 
$60,500 in 1924, $76,600 in 1925, and $112,000 in 1926. The 
gross margin was approximately 56% of the selling price. The 
cost figures on which this gross margin was calculated included 
a portion of the factory overhead but did not include any selling 
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or administrative expense of the Waverly Manufacturing Com- 
pany. In 1926 the company made 70% of its sales of Hustlers 
through the five agents for its heavy machinery and 30% to 
supply firms or directly to users. 

The mill supply firms, through which Hustlers were sold occa- 
sionally, might be described as distributors of products to indus- 
trial users. They stocked a large variety of articles for which 
there was a wide demand, such as general factory supplies, hard- 
ware, belting, standard fittings, small tools such as files and ham- 
mers, and small accessory machinery such as electric drills and 
small lathes. Some of the supply firms had exclusive territories 
for certain small machines; in many instances they did not carry 
stocks of the machines, but, after receiving an order, obtained the 
necessary machines from the manufacturer’s branch or represen- 
tative with stocks. The supply firms published catalogs to facili- 
tate mail orders and employed salesmen to call on mills, manu- 
facturers, and machine shops. Occasionally, a mill supply firm 
specialized in supplies suitable for a specific industry; generally, 
however, these firms sold to any type of industry which had use 
for the merchandise which they stocked. 

In 1927 the company recognized that with its existing method 
of selling the grinders it was not developing the market ade- 
quately. The five agents for the large Waverly machines reached 
comparatively few of the potential customers for the grinders. 
None of them attempted systematically to cover the market for 
grinders. Small machine shops and many industries, such as 
furniture manufacturing and stone cutting, were not visited by 
the agents’ salesmen, since their primary interest was in the in- 
stallation machinery. The small amount which a salesman re- 
ceived for selling a Hustler, as compared with a heavy installation 
machine, also tended to lead to neglect of the grinders. The com- 
pany knew of one instance in which a prospective customer who 
visited one of the agents for a demonstration of the Hustler was 
forced to wait two hours before the agent could locate the machine 
in the warehouse. Salesmen who were accustomed to selling high- 
priced installation machinery, moreover, found difficulty in selling 
the inexpensive machines. Whereas in selling the installations it 
was necessary to see the executives of the purchasing company, in 
selling the Hustlers the foremen or superintendents had to be in- 
terviewed. Some dissatisfaction on the part of the agents’ sales- 
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men also had arisen from the fact that, after they had introduced 
the Hustlers to a prospective customer, that customer sometimes 
bought the machine from the supply firm from which he custom- 
arily obtained his supplies and small accessory machinery. The 
five agents, moreover, had shown some unwillingness to purchase 
sufficient stocks of accessory tools for the Hustlers to provide 
prompt service in replacing worn-out tools. This service the com- 
pany deemed essential to a successful marketing plan. 

In 1927 the executives of the Waverly Manufacturing Com- 
pany were undecided as to the advisability of granting exclusive 
agencies for Hustlers and also, although the company was in a 
strong financial position, as to the credit policy to follow. Sales of 
Hustlers, in the company’s opinion, could not be expected to be 
sufficient to support sales branches or salesmen exclusively for 
those machines. In judging the merits of other plans of distribu- 
tion, the company considered the adequacy with which each could 
be expected to cover the potential market; the probable aggres- 
siveness of the selling under each; the investment required in in- 
ventories; and the ease with which users would be able to secure 
accessory tools for replacement. 


Three possibilities were under consideration: 


1. Exclusive territorial agencies might be granted to a large 
number of supply firms, which would either purchase stocks of 
the machines for resale, or sell on a commission basis. 

2. Numerous supply firms might be selected as distributors 
without exclusive territorial rights. It was thought that it would 
be necessary to sell on a commission basis under this arrangement. 

3. Exclusive agency arrangements might be made with man- 
ufacturers’ agents selling similar, noncompeting machinery, such 
as air compressors and small pneumatic tools. The manufac- 
turers’ agents could either buy the machines outright for resale 
or sell on a commission basis. 


CoMMENTARY: The Waverly Manufacturing Company could not 
expect a satisfactory marketing of its Hustler grinding machines 
through the manufacturers’ agents who were selling its installation 
equipment. It was not to be expected that those agents would cover 
the market aggressively for this small equipment, which was so far out 
of line with their usual interests. The grinders were sold to a different 
class of prospects from those buying the installation machinery and re- 
quired a different type of selling effort. Direct sale by the company 
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apparently was not the answer either, because of the expense of ade- 
quate coverage of the market for so small a unit. Even in the terri- 
tories where the company was selling the installation equipment directly 
to users, the regular salesmen were not likely to handle the new product 
effectively, for the same reasons that made the agents ineffective for 
that line. Although mill supply firms might have been used, inasmuch 
as many of them handled accessory equipment of similar type, reached 
the market for such a product regularly, and were logical organizations 
to carry adequate supplies of tools for the machines, nevertheless they 
were not entirely suitable. A machinery supply firm carries a large 
number of products. Accordingly, it cannot give aggressive selling 
effort to a single product. The bench grinders, being relatively new on 
the market and having distinctive appeals, required aggressive selling. 

It would seem that the best answer to the problem of selling the 
grinders lay in use of manufacturers’ agents carrying allied accessory 
equipment sold to firms which were prospects also for the grinders. Such 
manufacturers’ agents would have a limited number of items to sell 
and hence would have an interest in aggressive coverage of the market. 
They would have forces of salesmen so that the company might expect 
immediate coverage of the market. Moreover, they were in a position 
to deal with supply firms which might carry supplies of tools for the 
bench grinders in cases where the agents were not able adequately to 
cover their territories with their own organizations. 

In its advertising the Waverly Manufacturing Company had a poor 
copy approach for the sale of its grinders. The advertising did not give 
performance facts which tended to establish in the minds of readers 
a need for the machines, nor did it present facts or ideas which made 
a strong appeal to selective buying motives for the product. Since the 
product possessed improved and individualized features, advertising 
offered a real opportunity, not only for stimulating among readers a 
want for the product, but also for presenting the advantages of the 
particular make of grinders. Adequately to present the Hustler machines 
called for the use of larger space than was used in 1926. 

The company was of the opinion that machinery shows and conven- 
tions had been effective means of interesting prospective buyers. The 
conventions and shows had been valuable largely because the company 
was not covering the market systematically and was not making its 
product well known through advertising. The market fair or show 
ordinarily is of help primarily to the small seller who is not organized 
adequately to reach prospects who attend such shows. Were the com- 
pany to develop a systematic sales coverage of the market and to make 
its advertising more effective, the need and value of the machinery 
convention would tend to decrease. 


February, 1928 N. H. B. 


NatIonaL Rock Dritt Company’ (A) 
MANUFACTURER—ROCK DRILLS 


DISTRIBUTION CHANNELS—Direct Sale Utilized in Preference to Manufac- 
turers’ Agents or Supply Firms. The company, a manufacturer of rock 
drills for use in metal mines, decided to sell its products directly to 
users in that market, rather than to make use of manufacturers’ agents 
or supply firms. 


DISTRIBUTION. CHANNELS—Distributors Utilized in Preference to Direct 
Sale. When the company, a manufacturer of rock drills which it sold 
directly to users in the mines market, adapted its mining tools for use in 
road and street construction and repair, it had to decide upon a method 
of distribution for the new market. The company decided to sell to 
selected contractors’ equipment dealers rather than to sell directly to 
users. 


(1922-1926) 


The National Rock Drill Company, a subsidiary of a large 
pneumatic tool corporation located in Chicago, was organized in 
1907 to manufacture rock drilling machines for use in metal ore 
mines. The subsidiary company at first distributed its products 
on a small scale by means of one salesman, who traveled in 
mining districts to sell directly to mining companies. The factory 
of the subsidiary company was separated from that of the main 
company in 1922, and the subsidiary company thereafter intensi- 
fied its sales efforts by increasing its sales force for direct selling. 
In 1924, by a few changes in design, the company adapted its 
mining tools for use in rock quarries and in such work as pave- 
ment breaking and demolition of concrete structures. The com- 
pany had to decide in 1924 what channels of distribution to adopt 
for its new line of construction tools. 

The parent pneumatic tool corporation had organized the Na- 
tional Rock Drill Company primarily to avoid the prejudice of 
mining companies against the products of large manufacturers of 
pneumatic tools who made mining tools as a side line. The Na- 
tional Rock Drill Company specialized in mining tools and by 
1922 had developed four types, each particularly suited to a cer- 
tain class of work in metal ore mines. The company’s line of rock 
drilling machines consisted of “drifters” weighing 125 pounds and 





* Fictitious name. See also National Rock Drill Company (B), page 38r. 
L13 
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selling for $365 each; “stopers” weighing from 75 to 100 pounds 
and selling for $185 each; “‘sinkers” weighing 41 pounds and sell- 
ing for $175 each; and “augerjacks” selling for $170 each. 

Prices quoted by the National Rock Drill Company did not 
vary much from prices for competing machines of similar types. 
The advantages over competing rock drills which the National 
Rock Drill Company claimed for its products were higher cutting 
speed, less vibration and consequently less fatigue to operators, 
greater ease of holding, and light weight yet durable construction 
which insured lower operating and repair expenses. These claims 
the company had substantiated by comparative tests with the 
principal competing drills under actual operating conditions. A 
drilling machine either could be mounted on a frame or held by 
an operator. Air was conveyed to the drill by an air hose from an 
air compressor. The air mechanism under control of the operator 
caused rapid, sharp, rotating blows to be struck on the drill, so 
that the drill penetrated and wore away the rock. The drill shanks 
and bits were detachable and, when worn, could be replaced by 
new ones. 

From 1907 to 1922 sales of the National Rock Drill Company 
had been irregular, with a small over-all increase. Sales in 1922 
amounted to about $180,000. At that time the company had one 
salesman stationed in Denver to cover the Colorado and Utah 
mines, and one salesman whom the company on occasion sent to 
any mining district in the United States. 

The company chose to sell directly to the mining companies be- 
cause its competitors were well established and it was judged that 
their competition could be met effectively only by means of per- 
sonal salesmanship and demonstration, which mine supply firms 
or manufacturers’ agents would fail to give. The National Rock 
Drill Company had five important competitors. When the com- 
pany, in 1922, had secured a separate factory and had decided to 
develop the mines market more intensively than theretofore, it 
had contemplated distributing its products through supply firms 
or through manufacturers’ agents, but had decided to continue to 
sell directly. 

There were several mine supply firms in each mining district. 
Some of these firms acted as exclusive agents for competitors of 
the National Rock Drill Company. Others were available as dis- 
tributors of the company’s products either as exclusive agents 
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carrying stocks or on a commission basis with the drilling ma- 
chines shipped on consignment. The supply firms stocked a wide 
range of mine supplies and frequently handled the products of 
several manufacturers of different types of mining machinery. 
The competitors of the National Rock Drill Company who dis- 
tributed through mine supply firms employed missionary sales- 
men to visit mine superintendents and purchasing agents in order 
to interest them through personal salesmanship and demonstra- 
tion. The supply firms stocked repair parts and new drill shanks 
and bits for replacements. 

Manufacturers’ agents were available who would sell the Na- 
tional drilling machines on a 15% or 20% commission basis. 
Such agents did not carry stocks and usually sold two or more 
noncompeting types of mining equipment and machinery. They 
usually represented, however, only manufacturers of heavy equip- 
ment or machinery which required installation service and tech- 
nical advice. The companies they represented frequently were 
those whose potential sales in any one mining district were not 
large enough to warrant the maintenance of direct-selling organi- 
zations. When negotiations were under way for a large order or 
installation, the manufacturer commonly sent a field engineer to 
assist the agent in completing the sale. 

Through the experience of its two salesmen, the National Rock 
Drill Company had learned that mine superintendents and engi- 
neers were the key factors in making sales of drilling machines. 
The superintendents and engineers specified the makes of ma- 
chines which they desired to have used in the mines, and the pur- 
chasing agents for the mines bought the machines specified. To 
convince a mine superintendent of the merits of a machine, it was 
necessary for a salesman familiar with mining technique to visit 
the mine superintendent underground and demonstrate the ma- 
chine under actual working conditions. Mine purchasing agents, 
it had been learned, preferred to purchase such equipment as rock 
drills directly from the manufacturing company rather than 
through agents or supply firms. 

Mining companies maintained their own repair shops and car- 
ried stocks of repair parts and replacement parts. They kept the 
tools in good working order and had a large reserve of tools above 
ground to send below without delay when breaks occurred. One 
mine, for example, had 150 drilling machines. Of these, 50 nor- 
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mally were working below ground at any one time, and 100 were 
in reserve or in the repair shop. The company’s salesmen reported 
also that local pride in the various mining districts was so strong 
as to place at a disadvantage a salesman with headquarters at 
Chicago or some other place outside the locality in which he was 
soliciting orders. Local pride, as well as natural barriers, also 
made it difficult for a manufacturing agent or supply firm located 
in one mining district, such as Denver, to sell in another mining 
district, such as Salt Lake City. 

After the company had decided to continue to sell directly to 
mining companies, it began to expand its sales force, so that by 
1924 it had ro salesmen selling to about 300 mining companies. 
Each salesman had a territory determined by the location of the 
mining centers, the natural barriers, and the “local pride” divi- 
sions. The salesmen chosen were men with mining experience 
who, in many instances, were acquainted personally with mine 
executives in their territories. They established resident head- 
quarters in their respective territories; each salesman usually had 
an office or shared part of a display room with some noncompeting 
company. Each salesman received a salary of $250 a month, and 
the company paid his traveling and office expenses, amounting on 
an average to $300 a month per salesman. A salesman received 
a bonus of 2% of his salary if his sales in any accounting period 
exceeded five times his direct sales expenses, and a bonus of 3% 
if his sales amounted to more than six times his direct sales ex- 
penses. Sales had increased to $230,000 in 1923 and to $336,000 
in 1924. 

During 1924 the National Rock Drill Company, by means of a 
few changes in design, developed from its original line of mining 
tools a line of tools for use in rock quarries and in such construc- 
tion work as pavement breaking, excavation in rock formations, 
and demolition of concrete structures. The company’s rock drill- 
ing machines for use in construction work sold for from $170 to 
$175. The paving breakers sold for $175 to $195, and a hand- 
operated pneumatic spade for digging clay sold for from $80 
to $100. 

By trying out its new line of tools among local Chicago road 
builders and construction contractors in 1924, the National Rock 
Drill Company satisfied itself that its tools could accomplish 
more work in a given period of time, with less air consumption, 
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less repair and replacement cost, and less fatigue to operators, 
than could any competing tools. 

The executives of the company had had no experience in selling 
to the class of persons who represented the potential market for 
its new line. Rock quarries constituted a minor part of the po- 
tential market. They were not concentrated geographically or in 
large purchasing units as were the mines. The major market for 
the new line of tools was among construction contractors, par- 
ticularly those engaged in road and street construction and repair. 
Municipalities whose street departments did street construction 
or repair work instead of letting such work out to contractors 
also were potential purchasers. The market for the new line of 
tools, therefore, was national in extent, and the number of po- 
tential customers was large. The individual requirements of a 
majority of the contractors who were prospective purchasers of 
such tools as paving breakers were smal!, probably less than five 
breakers, and they ordinarily purchased one breaker at a time, 
whereas mines frequently ordered ten or more machines at a time. 

By studying the technical and trade publications of the con- 
struction industries and by interviewing local contractors, dealers 
in contractors’ supplies, and municipal officers, the company 
learned that contractors as a rule purchased their equipment and 
tools from contractors’ equipment dealers. Frequently those 
dealers rented equipment to contractors. Contractors’ equipment 
dealers either purchased equipment for resale or accepted equip- 
ment on consignment from manufacturers for sale to contractors. 
A contractors’ equipment dealer sometimes acted as an exclusive 
agent for an equipment manufacturer. Often, however, such a 
dealer represented several competing or noncompeting manufac- 
turers without any exclusive agency arrangements. A few of the 
equipment dealers also operated large construction companies. 
Because an equipment dealer, in order completely to supply the 
equipment needs of contractors, usually represented several man- 
ufacturers and lines of equipment, none of the manufacturers rep- 
resented could expect the dealer to sell their particular lines 
aggressively. 

Although the generally accepted method of distributing con- 
tractors’ equipment was by means of the equipment dealers, a few 
companies manufacturing such equipment as steam shovels, con- 
crete mixers, trucks, and air compressors had branch offices and 
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used salesmen to sell directly to contractors. The executives of 
the National Rock Drill Company, however, were of the opinion 
that for the new line the type of direct sales efforts which the 
company used in selling to mining companies would be more 
costly and less satisfactory than selling through equipment 
dealers. The company’s service problem for the contracting line 
might become serious if direct selling were attempted. Contrac- 
tors as a rule did not keep on hand a supply of repair parts, as 
did mining companies. Because of the rough type of work for 
which such machines as the company manufactured were used, 
and the necessarily delicate mechanism of the air control and 
application, the machines were frequently in need of repair. The 
company had observed that contractors took less care of their 
tools than the mining companies did and that the contractors’ 
operators, taken from the ranks of unskilled labor, often con- 
tinued to operate the machines after they were in need of repair. 
Although the machines were made so that the replacement of 
worn and broken parts was comparatively simple, the making of 
repairs was beyond the skill of the ordinary workman. Contrac- 
tors relied, therefore, upon the supply firms and equipment 
dealers for immediate service in supplying parts and in providing 
repair service. 

Since other manufacturers had been selling such contracting 
tools as paving breakers for several years, the National Rock 
Drill Company was at a disadvantage in selecting distributors. 
Most of the leading equipment dealers already were representing 
competitors of the National Rock Drill Company. The com- 
pany was at a further disadvantage in that it did not manufacture 
moveable air compressors. Air compressors used in mines ordi- 
narily were stationary, whereas for use in construction work air 
compressors were mounted on trucks to be taken from one job 
to another. Two of the company’s leading competitors made 
moveable air compressors as well as pneumatic tool equipment. 
The National Rock Drill Company’s tools could be attached by 
air hose to any make of compressor. The company, in 1924, in 
order to lessen the competitive disadvantage which it suffered 
through not making moveable air compressors, made selling 
arrangements with three companies which manufactured moveable 
air compressors but did not make air tools. Those companies sold 
to all industries using compressed air machinery. They sold to 
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contractors through equipment dealers. According to the arrange- 
ments, the three companies agreed to sell National paving 
breakers as standard equipment with their air compressors when 
a contractor wished to purchase a complete outfit. They would 
receive a small commission on the paving breakers which they 
sold as equipment for their compressors. 

The pneumatic tool company of which the National Rock Drill 
Company was a subsidiary had branch sales offices in seven large 
cities in the United States. It manufactured and sold a varied line 
of pneumatic tools and air appliances, such as air hand drills, 
hammers, grinders, and riveters. The branch offices of that com- 
pany could assist the National Rock Drill Company in securing 
and retaining equipment dealers for the new line of tools. 

The National Rock Drill Company decided, in 1924, to dis- 
tribute its line of contractors’ tools through equipment dealers. 
By consulting trade directories and advertisements in trade 
papers, it secured the names of prospective dealers for its line. 
The company employed one salesman to visit some of those 
dealers and entered into correspondence with others. By 1926 the 
company had secured 70 dealers who agreed to represent the com- 
pany and to carry stocks of machines and repair parts. No exclu- 
sive territories were granted. Part of the dealers purchased out- 
right and the others accepted go-day consignments and sold the 
machines on commission. The commission or trade discount was 
20% for the drilling machines and 10% for repair parts. The 
dealers in most instances agreed not to sell competing lines of 

-tools. It was a policy of the company to secure as many reliable 
dealers as possible. The company, however, attempted to select 
its dealers so that they would not be in direct competition with 
each other in any local territory. The company started a trade 
paper advertising campaign in 1924, using publications which cir- 
culated among construction contractors, others interested in 
building and road construction, and persons in the rock quarrying 
industry. The total sales of the company were $460,000 in 1925, 
of which about 30% was represented by the contractors’ line. 
The sales in the first three months of 1926 were 30% above those 
for the corresponding period of 1925. In the mining line, sales of 
replacement parts in 1925 equaled sales of new machines. The 
company expected this condition to prevail for the contractors’ 
line after that line had been on the market for two or three years. 
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CoMMENTARY: This case affords an illustration of the possibilities 
of using different marketing methods for different types of markets. 
The company’s market among mining companies was distinct from its 
market among contractors. With such a clear demarcation, the sales 
plans and the sales organizations for handling the two types of markets 
could be segregated.? The plan of selling directly to mining companies 
did not prevent or interfere with the operation of a plan of utilizing 
the services of dealers in selling to contractors. 

In the sales to mining companies, the two major questions raised in 
this case were (1) whether to sell directly to the mining companies 
through salesmen or (2) indirectly through (a) supply firms or 
(b) manufacturers’ agents. 

Inasmuch as the mining companies carried ample reserve stocks of 
repair parts, the services of supply firms were not needed for that pur- 
pose. Since the practice of competitors indicated that it would have 
been necessary for the company to supplement the efforts of the supply 
firms by employing missionary salesmen, no economy was to have been 
expected by this company from utilizing the services of supply firms. 
The situation was one in which direct sale clearly was to be preferred 
over sale to supply firms. 

The decision to utilize salesmen in preference to manufacturers’ 
agents likewise was well grounded in this case. As in the case of the 
Stetlow-Carroll Company,’ the National Rock Drill Company’s market 
among mining companies was in concentrated territories, in each of 
which a salesman could secure a profitable volume of sales. Even 
though a manufacturers’ agent might gain some advantage by calling 
on a prospective customer more frequently than the National Rock 
Drill Company’s salesman was likely to call,* that advantage was largely 
or wholly offset by the preference of the mine superintendents and 
engineers for having direct relations with the manufacturer. 

In marketing its products to contractors, the company faced a situa- 
tion which was very different from that in the mining field. In the 
contractors’ market, the number of potential customers was large. 
They were widely scattered. They could not be located readily. The 
individual orders were small. And the contractors did not carry reserve 
stocks of repair parts. It was true, to be sure, that the dealers in con- 
tractors’ equipment and supplies sold numerous lines, with consequent 
diffusion of interest. That was an objection to selling to the dealers. 
Another objection to adopting the plan was the difficulty which a late- 
comer, such as the National Rock Drill Company, would experience in 

*See case of Tinkham, Littell, Incorporated, 1 H.B.R. 352 and, for commentary, 
2 H.B.R. 507; Nobel Chain Company, page 179; Glen Tool Company, page 44; 


Chalders Manufacturing Company, page 145; Paley Truck Company, page 252. 
*Stetlow-Carroll Company, 3 H.B.R. 37. 


“See Lane Equipment Company, 3 H.BR. 34. 
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obtaining satisfactory representation in the field, where strong compet- 
itors had established relations with the foremost dealers. Despite these 
objections, it was better policy to undertake to develop the market 
through dealers than to attempt to sell directly to the contractors. The 
dealers could render essential services which the manufacturer could 
not render except at prohibitive cost. The company’s policy of selecting 
dealers so as to avoid intensive competition between them was an essen- 
tial feature of the program adopted. 


January, 1927 MoT.Ccy 


QuEENsBuRY Pump Company’ (B) 
MANUFACTURER—FRICTION CLUTCHES 


SALES ORGANIZATION—Segregation by Lines of Products. The company’s 
main lines were power pumps and road machinery. Later, when it 
began to manufacture friction clutches, the company decided to develop 
a separate department for marketing them, rather than to market them 
by means of its existing sales organization. The markets for the two 
types of products were so dissimilar in nature, in the company’s opinion, 
as to warrant this segregation of the sales organization. 


DistRIBUTION CHANNELS—Distributors Utilized in Preference to Direct 
Sale. The company sold its main lines, which were power pumps and 
road machinery, directly to users by means of its own salesmen. Later, 
when it began to manufacture friction clutches, the company decided to 
sell them through mill and factory supply firms, instead of directly, 
except in the case of sales to machinery manufacturers as fabricating 
parts. 


Market Coverace—Selected Distribution Utilized in Preference to Dense 
Distribution. When it added friction clutches to its line, the company 
decided to sell them through selected supply firms. Selected distribu- 
tion was preferred to intensive distribution chiefly because it was 
thought that under that plan distributors would devote more attention 
to the line. 


(1927) 

The Queensbury Pump Company manufactured road oiling and 
tarring equipment, street sweepers, power pumps, and friction 
clutches. All these products except the clutches were sold directly 
to users by salesmen operating from the company’s central and 
branch offices. For its clutches, however, the company deemed a 
different method of distribution advisable. 

The road oiling and tarring equipment and the street sweepers 
were purchased by municipalities and road contractors. Among 
the principal users of Queensbury power pumps were the petro- 
leum industries, the shipbuilding industry, manufacturers of fuel 
oil equipment, manufacturers of roofing and floor coverings, paint 
and varnish manufacturers, the dye and chemical industries, 
sugar refineries, steel manufacturers, meat packers, soap manu- 
facturers, and textile mills. Potential users of the clutches in- 
cluded practically all manufacturing plants. In addition, there 





* Fictitious name. See also Queensbury Pump Company (A), page 37. 
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was a market among various manufacturers of machinery, con- 
veyor manufacturers, for instance, who equipped their machines 
with clutches. 

Queensbury friction clutches were used on line shafts and with 
belt, chain, and gear drives. By installation of these clutches at 
suitable locations on a line shaft the power could be disconnected 
from any section of the shaft almost instantly. This made it un- 
necessary to operate the machinery in all parts of a factory when 
only that in one part was needed and also, by making it possible 
for each section of the plant to disconnect its power at will, served 
as a protection against accidents. The clutches could be used on 
either the driving or receiving end of a belt, rope, gear, or chain 
drive. The company also made a clutch especially adapted for 
machinery connected directly to motors or gasoline engines. In 
most instances the clutches required pulleys to be used in connec- 
tion with them. The Queensbury Pump Company, however, did 
not make any pulleys. Its clutches were designed to fit the stand- 
ard pulleys of other manufacturers, especially those made by one 
large firm. 

The Queensbury Pump Company had seven sales branches. 
Two of the branches were on the Pacific Coast; two were in the 
Middle West; one was in the South; and two were in the East. 
At each branch there was a manager who was active in selling, 
and several of the branches had one or two salesmen in addition. 
Six salesmen traveled from the central office. The branch man- 
agers were competent men and were allowed a large measure of 
freedom in directing sales activities in their own territories. Each 
branch manager and salesman sold the road oiling and tarring 
equipment, the street sweepers, and the power pumps. They did 
not, however, except in rare instances, solicit orders for the fric- 
tion clutches. 

With the exception of the clutches, all the company’s products 
in general were sold at prices above those for competing products. 
The company was recognized as a manufacturer of high-grade 
equipment and its salesmen were trained to emphasize the per- 
formance of the products and their low operating and repair costs. 
Prices of Queensbury clutches were comparable to prices of com- 
peting equipment. Unit prices of the products other than the 
clutches were large, ranging from several hundred to several thou- 
sand dollars. Unit prices of the clutches, on the other hand, were 
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comparatively small. Prices of large sizes of clutches of certain 
models amounted to as much as $1,000 each, but prices of the 
type of clutches most commonly sold ranged from $13 each to 
$30 or $40. 

The Queensbury Pump Company had begun the manufacture 
of friction clutches in 1915, when the demand for its other prod- 
ucts had been slack and the factory was operating below capacity, 
At that time the company had manufactured the clutches at a flat 
rate for the men who held the patents. Those men had under- 
taken to market the clutches. Later, in 1917, the company had 
purchased the patent rights and had begun to market the clutches 
itself. The original owners of the patent rights had not been suc- 
cessful in developing a wide market and the company, when it ac- 
quired the rights, had a choice of marketing the clutches by means 
of its existing sales organization or of developing a new organiza- 
tion. The company chose the latter course. 

Competition in clutches was keen. There were several large 
companies which specialized upon their manufacture. Although 
the executives of the Queensbury Pump Company were of the 
opinion that its clutches compared favorably with competing 
clutches, they did not intend to undertake to build up a large 
market for those items by aggressive sales methods. The clutches 
were to serve as a side line for utilizing factory capacity not re- 
quired for the manufacture of the company’s main lines. It was 
expected, however, that the clutches would show a fair profit. 

The company was unwilling to undertake to sell the clutches 
directly to users as it did its other products. The number of 
potential users was large and their unit purchases in most in- 
stances would be comparatively small. Furthermore, Queensbury 
salesmen were high-grade men carefully trained in the technical 
aspects of the company’s pumps and road equipment. The com- 
pany decided, therefore, to distribute its clutches through mill 
and factory supply firms. It further decided to sell to only one 
supply firm, if possible the largest one, in each industrial area. 
This would mean only one distributor in some cities, but in others, 
where the demand was sufficient, several distributors might rep- 
resent the company. The manufacturer for whose pulleys Queens- 
bury clutches were especially adapted was, as a rule, represented 
by the most important supply firm in each city, and the Queens- 
bury Pump Company in so far as possible secured those same 
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firms as its representatives. One of the chief reasons for using 
selected rather than dense distribution was the company’s belief 
that many of the outstanding supply firms would be unwilling to 
devote sales effort to a line which also was sold by small firms in 
their territories. 

The company employed a sales manager for the clutch depart- 
ment. He was responsible for securing distributors and for selling 
the clutches to them. The branch managers and salesmen for the 
other lines did not call upon the distributors or solicit orders for 
clutches from users except in unusual instances, when large orders 
were involved or when the sales manager for the clutches was 
unable to visit some outlying district where a personal contact 
was needed. Manufacturers purchasing clutches for resale with 
their machinery usually bought directly from the company rather 
than from the distributors, and these sales were handled by the 
sales manager for the clutch department. 

In most instances the Queensbury Pump Company did not 
enter into an agreement with its distributors not to sell to com- 
peting supply firms in their territories, but it was understood that 
so long as a distributor devoted reasonable sales effort to Queens- 
bury clutches and secured a satisfactory volume of sales his terri- 
tory would not be interfered with. The distributors on their part 
were free to sell competing clutches. Although many of the 
distributors did sell more than one make of clutches, it was the 
company’s experience that they preferred to concentrate their 
efforts upon one make; in the case of the company’s selected dis- 
tributors that make was the Queensbury. 

In order to encourage its distributors to carry stocks of its 
clutches the company allowed a discount of 33 1/3% on all pur- 
chases by distributors who placed an initial order for 12 clutches, 
amounting in value to $200. These distributors were known as 
“stock dealers.” The discount allowed other distributors was 
20%. Asameans of encouraging distributors to order more than 
one clutch at a time, furthermore, the company on all orders for 
one clutch, whether from stock dealers or other distributors, 
added 10% to the list prices before deducting the distributors’ 
discounts. In 1927, approximately 98% of the company’s dis- 
tributors were so-called stock dealers; that is, dealers who had 
placed initial orders for 12 clutches each. Manufacturers who 
bought clutches directly from the company for resale with their 
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machinery were allowed a discount of 25% from list prices. 

The sales manager for the clutches visited the distributors once 
or twice a year. In the intervals between his visits, the distribu- 
tors ordered by mail. The size of unit orders varied widely. Most 
orders were for at least two clutches and often six or more 
clutches were ordered at a time. It was the company’s opinion 
that the stocks carried by its distributors were in the main satis- 
factory. 

The company did not advertise its clutches in trade papers. It 
supplied its distributors with catalogs and also with circulars, 
bearing their names, for distribution to their customers. In the 
10 years from 1917 to 1927, sales of Queensbury clutches showed 
steady increases. Sales in 1926 were double those in 1925 and 
sales in 1927 were substantially in excess of those in 1926. 


CoMMENTARY: The first point to be noted in this case is the segre- 
gation of the sales organization, whereby the clutches were not sold by 
the salesmen who secured orders for road oiling and tarring equipment, 
street sweepers, and power pumps. The reasons for this segregation are 
clear. The road maintenance equipment and the power pumps were 
sold in sufficiently large quantities, with large enough unit sales, to 
permit sales direct to users. The markets for the road maintenance 
equipment and the power pumps were clearly distinct from the market 
for friction clutches, with different buying habits and different technical 
problems. 

The company’s decision to market clutches through distributors 
seems to have been governed in part by the fact that the clutches were 
a side line, taken on to facilitate greater regularity in plant operations 
rather than to gain an advantage in marketing. By placing the 
marketing of the clutches largely in the hands of distributors, the com- 
pany left its executives free to devote their major attention to the 
marketing of road maintenance equipment and pumps. Nevertheless, 
the clutches were suited for distribution through supply firms, except 
when sold as a fabricating part to machinery manufacturers: the unit 
sale to users usually was relatively small; the market included a large 
number of companies in practically all sorts of industries; and the 
clutches could be sold advantageously in association with other power 
transmission equipment. The success which the company attained in 
marketing clutches through distributors was enhanced by the care 
with which the distributors were selected, in order to avoid over- 
crowding any particular market. 


December, 1927 MLC: 


McKinney & Company? 
MANUFACTURER—VALVES AND GAUGES 


DISTRIBUTION CHANNELS—Direct Selling Utilized in Preference to Distrib- 
utors. It was proposed that the company, a manufacturer of high- 
grade valves and pressure gauges, should offer to wholesalers and supply 
firms a discount from its prices to users in order to encourage the dis- 
tributors to sell its valves. The company, however, decided to continue 
to sell directly to users by means of its own salesmen and to offer 
wholesalers and supply firms no better terms than it offered users. 


(1927) 


In 1927 it was proposed that McKinney & Company, manufac- 
turers of high-grade valves and pressure gauges, should undertake 
to sell a larger portion of their valves through wholesalers and 
supply firms. At that time the company was depending for its 
sales volume, which amounted to several hundred thousand dol- 
lars a year, entirely upon the efforts of its own salesmen. What- 
ever sales it made to wholesalers and supply firms were made 
upon the same terms that were given users. Practically no adver- 
tising was done by the company. The purpose of selling through 
wholesalers and supply firms would be to increase total sales. The 
company would not expect to lessen its direct sales efforts. 

The prices of the company’s products were, in general, higher 
than those of competitors, and the company sold on a basis of 
quality. Unit prices ranged from $4 to several hundred dollars. 
With the exception of a few standard models, the gauges were 
made to order. The valves, on the other hand, were as a rule 
manufactured for stock, although the range of pressures in which 
valves of each type and size might be called for was so great that 
in the case of some of the less common and more expensive types 
the company could not afford to carry stocks and hence manu- 
factured to order. 

The company sold to a wide variety of manufacturing plants 
and also to power plants, railroads, and marine lines. The sales 
manager stated that the markets for the valves and the gauges 
were practically the same. 

The company had four salesmen. One sold in Chicago; one 
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sold in New York City and surrounding territory; one sold in 
Pittsburgh and vicinity; and one sold in New England. The 
Chicago salesman also covered the oil field in the Middle West. 
At the four cities from which its salesmen operated, the company 
carried small stocks. The salesmen called on each actual or pro- 
spective customer in their territories two or three times a year. 
Between salesmen’s visits customers mailed their orders to the 
company. The salesmen were paid straight salaries. 

The general sales manager stated that orders for the company’s 
products usually originated with the chief engineers in the pur- 
chasers’ organizations, and that the salesmen therefore sought to 
see those officials. A large part of the orders which the company 
received were repeat; the sales manager stated that the company 
depended for its sales volume very largely upon the satisfaction 
which its products gave in use. Repair parts were needed with 
comparative frequency, and sales of repair parts comprised from 
15% to 20% of the company’s total sales. 

Quick delivery was important in the sale of valves, because 
users seldom placed orders for valves until they actually needed 
them. The company required from a day to several months to 
fill an order, depending upon whether the items ordered were in 
stock and upon the size of the order. 

The company decided not to undertake to sell through whole- 
salers and supply firms. The chief reasons given for this decision 
were: distributors would require a discount from list prices to 
users of from 20% to 25%, and after this discount the company’s 
gross margin would be inadequate; inasmuch as the company’s 
valves were of high grade and consequently high in price, the dis- 
tributors would tend to favor competing valves. 


CoMMENTARY: The point at issue in this case is whether McKinney 
and Company could have gained a net advantage by granting a dis- 
count to distributors in order to encourage them to purchase the com- 
pany’s valves for resale. Such a change in policy might have been 
warranted—if there had been evidence that a substantial number of 
customers or potential customers were dissatisfied with the company’s 
distribution service; or, if the company could have effected a reduction 
in its marketing expenses commensurate with the discounts to be 
granted, without lessening the effectiveness of its distribution methods. 

It is stated that the users ordinarily required prompt deliveries; but 
there is no evidence presented to show that complaints were common 


McKINNEY & COMPANY 129 


regarding the company’s service. There is no indication that a substan- 
tial number of orders was being lost to the company because of delays 
in delivery. Inasmuch as the company intended to continue to operate 
its sales force, there would have been no direct reduction in marketing 
expenses by selling also to wholesalers and supply firms. 

The wholesalers and supply firms undoubtedly would have secured 
some orders for McKinney valves from sources not reached by the 
company’s own salesmen. The wholesalers and supply firms presumably 
sold valves to numerous establishments, for example, establishments too 
small for the McKinney salesmen to call upon. The aggregate pur- 
chases of those small establishments, however, probably constituted but 
a fraction of the purchases of large users, and from the standpoint of 
McKinney and Company the potential gain in distribution to small 
users through wholesalers and supply firms very likely would not have 
counterbalanced the risk of unsettling the company’s relations with its 
existing customers. 

The company was securing a large volume of repeat orders by mail 
directly from users. This condition was highly satisfactory. It would 
not have been improved by having wholesalers and supply firms also 
soliciting orders for McKinney valves from these customers. In so far 
as the wholesalers and supply firms would have secured orders that 
under the existing plan were sent in directly by mail, the company 
would have lost by the amount of the discounts allowed to the 
distributors. 

The company had a reasonably effective plan in operation for direct 
distribution. There is no evidence that its customers desired a change 
in its methods of distribution, or that it was losing a substantial volume 
of potential sales by adhering to its policy. Hence its decision not to 
grant the discount to distributors was sound.? 


October, 1927 M.T. C: 
*See also Everett Elkins Company, page 130, 


Everett ELkins ComMPANY* 
MANUFACTURER—GAUGES AND INDICATORS 


DistRIBUTION CHANNELS—Direct Selling Utilized in Preference to Exclusive 
Distributors. The company, a manufacturer of dial gauges and indi- 
cators, made the larger part of its sales directly to users upon orders 
received by mail; most of its customers were of long standing. Some 
sales were made through three supply firms without exclusive territo- 
ries. The company in 1926 and 1927 received inquiries from several 
supply firms which were interested in selling its products under ex- 
clusive agency arrangements. The company decided, however, to con- 
tinue its plan of direct sale. 

(1927) 

Although the Everett Elkins Company had been one of the 
first to manufacture dial gauges and indicators, its volume of 
business in 1927 was small, amounting in value to approximately 
$30,000 annually. Even with this small volume, however, the 
company had national and international distribution. In order to 
reach effectively its scattered markets in the United States, the 
company, which was selling directly to users, contemplated selling 
through supply firms serving those industries which constituted 
the chief markets for its products. 

Elkins products were carefully constructed and in general were 
higher in price than competing products. Prices for Elkins gauges 
and indicators ranged from $10 each to $55 each. The indicators, 
total annual sales of which amounted to about $10,000, showed 
variations in thickness or depth and were used chiefly in automo- 
bile factories and in machine shops, attached to milling machines, 
grinders, and lathes. The indicators were regarded as particularly 
useful in connection with volume production of interchangeable 
parts. The dial gauges, with annual sales of about $12,000, were 
used to measure the thickness of materials such as rubber, paper, 
cardboard, strawboard, leather, mica, films, and textiles. The firm 
also sold dial gauges to watch manufacturers, to chewing gum 
manufacturers, to soap manufacturers, to piano manufacturers, 
to tobacco companies, and to various other industries. The paper 
and rubber industries were the most important users of the 
gauges. The company manufactured chiefly for stock. It would 

* Fictitious name. 
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manufacture special gauges or indicators upon request, but it did 
not solicit such special-order business. The company’s factory 
was located in New England, but the larger part of its sales were 
made in the Middle West and South. This was thought to result 
from the keen competition which the company met in the East 
from other gauge manufacturers located there. 

In addition to the finished products, the company sold repair 
parts. The company also repaired gauges and indicators sent in 
to the factory by users. This repair work, together with sales of 
repair parts, represented an annual volume of between $7,000 
and $8,000, or about 25% of the company’s total business. The 
adjustments of the instruments were delicate and, although the 
life of the instruments was long, repairs were needed frequently. 
The president of the company was of the opinion that much of 
the need for repairs resulted from careless handling by unskilled 
operators. The company figured that its percentage of profit was 
larger on repair work and sales of repair parts than on sales of 
gauges and indicators. 

In 1927 the company was making the larger part of its sales 
directly from the factory upon orders received by mail. Some 
sales were made through three supply firms, one of which was 
located in Akron, one in Detroit, and one in Flint. Those firms 
sold on a commission basis, receiving 25% of the selling price. 
They did not have exclusive territories, nor did they provide repair 
service or carry stocks. All shipments were made f.o.b. the ¢om- 
pany’s factory. The company had made no effort to encourage 
other supply firms to sell its products. Unit sales ranged from 
I instrument to 100 instruments, but usually were comparatively 
small. The company offered a graduated scale of quantity dis- 
counts for orders of 6 or more instruments. Prices and discounts 
were varied to meet particular conditions. 

To secure orders the company inserted small advertisements in 
trade papers, chiefly those for the rubber, paper, and machine 
industries. It also, from time to time, sent circulars to selected 
lists of prospective users. Inquiries not resulting in orders were 
followed up by letters. The company intended to replace the cir- 
culars to a large extent by a catalog illustrating and describing its 
products. Total advertising expense amounted to 4% or 5% of 
sales. The company, however, relied for orders chiefly upon the 
satisfaction which its products gave in use. Although it continu- 
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ally sold to new customers, most of its customers were of long 
standing. 

Prompt delivery and quick repair service, the president stated, 
were important in marketing the gauges and indicators. Users 
customarily did not keep extra instruments or supplies of repair 
parts on hand. The company, however, deemed the expense of 
maintaining branch stocks prohibitive. 

When the company first placed its gauges on the market it had 
made a large paper supply firm located in Boston its exclusive dis- 
tributor for the paper industry in the United States and Canada. 
This arrangement had been for a period of 15 years. The Everett 
Elkins Company had been free to sell to any industry but the 
paper industry. The exclusive distributor had advertised Elkins 
gauges and had succeeded in introducing them to paper manufac- 
turers. During the period of the contract, however, the company 
received numerous complaints from large paper manufacturers 
who wished to buy direct. For this reason, when the contract 
expired, the company did not renew it. 

In 1926 and 1927 the Everett Elkins Company received several 
inquiries from supply firms which were interested in selling its 
gauges and indicators under exclusive territorial arrangements. 
The president, however, was reluctant to relinquish any part of 
his direct control of the business and decided not to follow up 
these inquiries. He was of the opinion that distributors would 
require a discount of at least 25%. They would be expected to 
carry stocks of instruments and repair parts and perhaps to pro- 
vide repair service. 


ComMENTARY: The Everett Elkins Company had a business which 
was small but which apparently was progressing. The company had 
established a dependable patronage among users. If it had granted 
exclusive territories to distributors, it would have interfered with its 
established patronage, a risk that it could not afford to take without 
having assurance that the distributors would purchase and resell a 
larger volume of goods than it was selling by its existing methods. 
Such assurance apparently was not forthcoming. If the existing method 
of marketing had been discarded without assurance of a fully compen- 
sating volume of orders from distributors, the company would have 
jeopardized its existence. It is to be noted, furthermore, that the com- 
pany was selling almost its entire output by advertising at an expense 
of 4% to 5% of its sales, whereas the distributors would have required 
« discount of 25%. The distributors, therefore, would have had to 
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sell a much larger quantity of the company’s products than the com- 
pany already was selling to enable it to secure a net profit as large as 
it was obtaining. There is no evidence that the company could expect 
to secure such an increase in its volume of sales by granting exclusive 
franchises to distributors. 

If the company had just been starting out in business, or under 
various other circumstances, a different decision very likely would have 
been reached. But under the circumstances stated, the proposed change 
in policy involved too great risk to justify its adoption.” 

October, 1927 ML aes 


*See also McKinney & Company, page 127 


Rapams CHEMICAL CoMPANY* 
MANUFACTURER—CHEMICALS 


DistRIBUTION CHANNELS—Direct Sale Utilized in Preference to Distrib- 
utors. The company, a manufacturer of heavy chemicals, in the period 
from 1921 to 1927 changed from a policy of indirect distribution to one 
of direct sale. In 1927, however, a small volume of sales still were 
being made through distributors, to whom the company granted pro- 
tection. The question of discontinuing distribution through distributors 
in the company’s local territory was raised 


(1927) 


The Radams Chemical Company manufactured chemicals for 
sale to tanneries, paper mills, steel and wire producers, celluloid 
and smokeless powder manufacturers, fertilizer companies, arti- 
ficial ice and refrigerating plants, foundries, brass finishers, en- 
gravers, and other users. Its sales volume in 1926 was about 
$6,000,000. There were 105 items in the company’s line, most of 
which were heavy chemicals. Since the prices of these products 
were low in proportion to their weight, the company’s market 
area, because of freight charges, was definitely limited. In 1927 
approximately three-quarters of the company’s sales were being 
made within a radius of 250 miles from the plant. At that time 
practically 90% of the sales were made directly to users. The 
remaining 10% were made to dealers, who resold to the same 
types of customers to which the company sold. The company was 
of the opinion that the portion of its sales which were made 
through dealers in its local territory could be made directly with 
greater profit, but it hesitated to break long standing relationships 
with its dealers. 

Until recent years the Radams Chemical Company, which was 
over a half-century old, had distributed the major portion of its 
output through dealers. Although there had been an increasing 
tendency to sell directly to large industrial consumers prior to 
1920, the company had not seriously encouraged direct sales until 
1921. By 1927 direct selling had become the company’s chief 
method of distribution. A combination of causes had brought 
about this change: the two most important causes, the sales man- 
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ager stated, were the increased severity of competition and the 
change which had taken place in transportation methods. 

Price competition became severe in 1921, as a result of over- 
expansion and declining demand. Chemical manufacturers had 
begun to increase their production capacity in 1914 to meet the 
demands of warring nations; and capacity had been further ex- 
panded when the United States entered the war. The temporary 
business prosperity after the war kept up profits; but when the 
boom was over, readjustment became necessary. The industry 
was out of balance for peace-time demand. During the following 
years, many kinds of chemicals were produced at practically no 
profit, especially those the production capacity for which had 
been expanded to meet the purely war-time requirements. Fur- 
thermore, there was an excess capacity for some chemicals which 
were not used for war purposes. Usually the production of one 
chemical necessarily involved the production of several others, as 
intermediate products and by-products. The development of pro- 
duction capacity for war demands, therefore, threw the industry 
out of balance both directly and indirectly and both as to total 
capacity and as to capacity for particular chemicals. The result 
was that, after the war and the boom period were over, price com- 
petition became severe in practically all lines and especially in 
some of them. 

Through its effect upon transportation the war caused another 
pronounced change in the chemical industry. The war hastened 
the use of the automobile truck as an important factor in long- 
distance transportation. Railroad congestion gave the long-dis- 
tance trucking business a great impetus; then, when the depres- 
sion came, trucking companies found themselves with unutilized 
capacity. It therefore became necessary for them to haul goods 
at very low rates, at least in one direction, in order to avoid dead 
mileage. Companies trucking goods between Worcester and New 
York City, for example, were able to obtain full loads southward 
but could not obtain satisfactory volume for return trips at their 
normal freight rates, so they offered low rates for New York City 
to Worcester. These low trucking charges, combined with the 
advantage to customers of having the goods delivered to their 
warehouses, made it possible for those chemical manufacturers 
which were favored by the low rates to compete in wider 
territories. 
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It so happened that the change in transportation method 
worked to the advantage of competitors of the Radams Chemical 
Company in much of its territory. However, within the immediate 
vicinity of its plant, a territory with a population of over 1,000,- 
000, the company was relatively free from competition. There 
were no large competing manufacturers of heavy chemicals within 
200 miles of the city where the company was situated. 

The Radams Chemical Company considered it worth while to 
compete for the heavy chemical trade in any area where the 
freight charges to the buyers did not exceed 10% of the cost of 
the products at the company’s plant warehouse. This meant that 
for the majority of its lines, the typical price of which was $26 
a ton, the market was confined to companies located within 250 
miles of the plant. 

Although heavy chemicals were highly standardized and were 
purchased chiefly on a price basis, the company stressed the high 
and uniform quality of its products. All Radams products passed 
rigid tests for uniformity and purity before leaving the plant. The 
company also stressed its technical service to users. It was the 
wish of the company that its customers should seek the services 
of its research department in solving any problems involving the 
use of Radams products. The company deemed its chief asset the 
goodwill of its customers. The foundation of its business policy 
was stated to be courtesy, frankness, highest quality of products, 
and excellence of service. 

The company advertised its products to some extent in trade 
journals. It did not regard such advertising as particularly effec- 
tive in stimulating sales, however, and most of its advertising was 
done directly by mail. The advertising program was flexible, but 
in general the company undertook to send out each month to all 
actual and potential customers one piece of direct-mail advertising 
for some one product. 

The company employed 20 salesmen, 14 of whom traveled from 
the home office. Most of them were trained in chemistry before 
employment; those who had no previous technical education soon 
became familiar with the products and their uses and were able to 
give advice to customers. The technical ability of salesmen played 
a large part in selling. Customers had greater confidence in the 
company and its products when the salesmen knew how the prod- 
ucts were made and how they were used. In addition, technical 
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knowledge made easier the adjustment of those difficulties and 
complaints which resulted from wrong methods of using the 
Radams chemicals. 

The sales force was segregated according to industries. When 
a new product was introduced, however, the company arranged 
for one man to handle the sales in all industries that constituted 
potential markets until the product had been established. With 
the sales force segregated by industries, the salesmen were able 
to become well acquainted with the detailed problems in the indus- 
tries served. 

The Radams Chemical Company had long-established relation- 
ships with its dealers. Many of them had sold the company’s 
products for over 25 years. The dealers bought outright, ware- 
housed the chemicals, and sold on their own account. The larger 
dealers usually carried about 40 of the 105 items manufactured 
by the company. They sold other process materials and supplies, 
but carried no competing lines. Although the company sold 
directly in its dealers’ territories, the company and the dealers 
generally did not compete for each other’s regular customers. 

Dealers were granted a 5% discount off the carload price to 
users on purchases of 20 or more carboys.” All bills were due in 
30 days, with a 1% cash discount for payment within ro days. 
Prices were quoted both f.o.b. and delivered. A typical price 
schedule was that for oil of vitriol, for which the prices per hun- 
dredweight for purchases of specified quantities were as follows: 


Carload 50 20-49 5-19 I-4 
carboys carboys carboys carboys 
$1.45 $1.55 $1.70 $2.00 $2.50 


Radams salesmen were required to adhere strictly to the com- 
pany’s price schedules. Dealers established their own price sched- 
ules; but generally their prices did not vary much from those of 
the Radams Chemical Company. The percentage of profit to the 
dealers and also to the company was the largest on small orders 
from customers located within 15 miles of the warehouse, a dis- 
tance considered convenient for local trucking. 

In 1927 the company was selling to 18 dealers, 7 of which were 
in the city where the Radams Chemical Company was located. 
Each of the remaining 11 dealers was located in a different city 





2 A carboy contains 13 gallons. 
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within 50 miles of the company’s plant. Prior to 1921 the 5% 
discount had been granted to any dealer. Since tha: time the com- 
pany had found it advisable to set a minimum annual purchase 
requirement to be met before the discount would be granted. In 
1927 the minimum requirement was made $5,000. The immediate 
cause for establishing the minimum requirement was the keen 
competitive situation which forced the company to sell on a nar- 
row gross margin. Furthermore, the company did not think that 
it was fair to sell to dealers whose annual purchases were small 
at lower prices than were granted to industrial users who bought 
large quantities direct. 

None of the dealers selling Radams chemicals outside the city 
in which the company was located had been affected by the mini- 
mum requirement, inasmuch as the annual purchases of each 
exceeded $5,000. But among the 28 dealers in chemicals which 
there were in the company’s city only 7 were eligible for the dis- 
count under the 1927 requirements. Withdrawal of the Radams 
line had worked no hardship on these local dealers, however, be- 
cause their sales of Radams products had formed only a small 
fraction of their total business. Most of the dealers who discon- 
tinued selling Radams chemicals did not begin handling competi- 
tors’ products. Freight rates from competitors’ plants to the 
dealers’ warehouses made the delivered prices of competitors’ 
products appreciably higher than the prices of most of the Rad- 
ams products. Furthermore, reputable chemical manufacturers 
seldom granted discounts to former dealers of a competitor when 
these dealers were located in the home city of the competitor. 
Manufacturers refrained from such a policy in order to prevent 
ruinous price competition. The customers of the dealers who 
ceased to handle Radams chemicals thereafter purchased those 
products directly from the company or through other dealers or, 
in a few instances, began to buy competing brands. 

One of the officers of the Radams Chemical Company was of 
the opinion that the local trade could be handled more economi- 
cally and with greater profit to the company if the seven remain- 
ing dealers ceased to handle the Radams line. The cost of obtain- 
ing and filling small orders was estimated to be appreciably less 
than 5%, the amount of the dealers’ discount. In territories out- 
side of the local trucking area, however, continuance of dealer 
distribution for small orders was deemed advisable, chiefly be- 
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cause of the lower transportation costs and incidentally because 
of the prompter delivery that method afforded small customers. 

The 7 local dealers had 300 to 400 customers. Those customers 
were mostly manufacturers who needed chemicals for incidental 
purposes; their annual purchases were typically 6 or 8 carboys, 
or amounts ranging between $25 and $100. They usually pur- 
chased one carboy at a time. Practically none of the local dealers’ 
customers were large users of chemicals placing fill-in orders; 
there was no reason for the large users to patronize dealers since 
the Radams Chemical Company could deliver in the local area as 
quickly as the dealers. 

The Radams Chemical Company was selling directly to about 
1,000 customers in the metropolitan area. Many of them were as 
small as the usual customers served by the dealers. Several 
Radams salesmen spent a large portion of their time in the local 
territory. Each salesman made an average of six calls a day; 
four or five calls a year upon each customer were necessary. The 
customers of the dealers, the sales manager stated, could be 
served directly by the Radams Chemical Company with little 
increase in sales force or in sales expense. Warehousing expense 
would not have to be increased much since stocks of most lines 
already were carried. No analysis of the cost of handling the 
small, local orders had been made; but, in 1926, total selling 
expense was slightly over 1% of total net sales. This figure in- 
cluded such items as salaries of the sales force and of the office 
force for the selling department, traveling expenses, advertising, 
rent, and heat. Warehousing was included when it was done espe- 
cially for the selling division. Furthermore, seasonal variation did 
not enter into the problem because demand was almost constant 
from month to month, except in April and September, when sales 
were slightly above the monthly average. 

Another officer of the Radams Chemical Company did not 
believe that the company should discontinue relations with its 
dealers. Several of the dealers, during the period that they had 
distributed the company’s products, had sold a million or more 
dollars’ worth of Radams chemicals. Their sales were chiefly in 
small lots, a trade which was relatively expensive to reach. Al- 
though dealers usually could not offer as expert technical service 
as was given by the Radams Chemical Company, their salesmen 
generally had some technical training. It was pointed out, more- 


140 HARVARD BUSINESS REPORTS 


over, that friendship influenced customers’ selections of the 
sources of purchase, that discontinuance of the dealers might 
create ill will among the dealers’ customers, and that the Radams 
Chemical Company might experience difficulty in obtaining the 
patronage of those customers. In this respect the company had 
already had an unfortunate experience. In 1917 it had discon- 
tinued relations with a dealer because of his dishonesty but had 
not made the reason for this step public. The dealer was resentful 
and made a general complaint of unfair treatment. Several users 
of chemicals believed the dealer’s story and, on that basis, refused 
to buy Radams chemicals. Even in 1927 the company encoun- 
tered unfavorable reactions from this incident. 


CoMMENTARY: The problem in this case was one of expediency 
rather than one of principle. The company had established its policy 
of selling directly to most users. It was, however, making a small pro- 
portion of its sales to dealers. In territories beyond a 15-mile trucking 
radius from the company’s warehouse the services of dealers were 
needed for supplying small users. In the local market, however, there 
was not the same justification for distributing through dealers and the 
question, therefore, arose whether the company should continue 
to grant a discount of 5% to the local dealers and refrain from solicit- 
ing orders from their customers. The two chief considerations involved 
in deciding this point were: first, the probable effect of such action 
upon the Radams Chemical Company’s profits; second, the obligations 
which the company owed to these dealers. 

The effect of such a change on the company’s earnings was problem- 
atical. Less than 10% of the company’s sales were involved, hence only 
a small fraction of its total earnings were concerned. The dealers resold 
Radams chemicals in small lots, to users for whom chemicals usually 
were incidental purchases. If the Radams Chemical Company were to 
have made these sales directly to the users, the company would have 
saved the 5% discount granted to the dealers and it would have re- 
ceived the higher prices charged for small lots according to its price 
schedule. These gains would have been offset partially by the greater 
cost of soliciting and handling more small orders. This company looked 
upon small orders as being lucrative. Numerous manufacturers in other 
industries have had a contrary experience. At all events, the amount 
of the gain that would have accrued to the company by such a change 
in policy would have had little influence on its aggregate earnings, and 
the exact amount of the gains was uncertain. 

So far as the users of chemicals who purchased from the dealers 
were concerned, they paid about the same prices and received about 
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the same service from the dealers that they would have received directly 
from the Radams Chemical Company. Their interests, therefore, were 
not involved in the decision. 

The chief factor which deterred the company from discontinuing 
the protection of the local dealers was its friendly relations with them 
and the ill will that might have been engendered by a change in policy. 
The real questions on this point were: What treatment was the com- 
pany bound in common decency to accord to dealers who were ren- 
dering satisfactory service? What representations had been made to 
the dealers regarding the course that the company was to follow? What 
had they been led to expect? 

If the dealers had been given to understand that the company in- 
tended to continue to supply them under the stipulated conditions, the 
company could not decently change its plan so long as the local dealers 
fulfilled the conditions. 

February, 1928 M. T. C. 


FRAME WIRE CoMPANY* 
MANUFACTURER—CABLE 


DisTRIBUTION CHANNELS—Combpetitive Bidding against Wholesale Cus- 
tomer. For several years the company had manufactured for one of its 
large wholesale customers a special cable for resale to a power com- 
pany. In February, 1922, the power company, contrary to its previous 
practice, asked for competitive bids on the special cable. The manu- 
facturing company thereupon advised the wholesaler that it intended 
to bid for the contract. The wholesaler then threatened to withdraw its 
patronage from the manufacturing company unless the company made 
its bid 5% higher than the price at which it would sell the cable to 
the wholesaler. 

(1922) 

In February, 1922, the Moraine Power Company’ appointed a 
new purchasing agent. This agent announced that all large orders 
for supplies thereafter would be open to competitive bidding. The 
Colt Company,’ an electrical supply wholesale firm whose presi- 
dent, Mr. Colt, had been an intimate acquaintance of the former 
purchasing agent, had received the bulk of the Moraine Power 
Company’s small orders and also an annual contract for 150,000 
feet of special cable. This contract for special cable was one on 
which the new purchasing agent of the Moraine Power Company 
had decided to ask for competitive bids. The Frame Wire Com- 
pany always had made this special cable for the Colt Company, 
and, although the sales manager of the Frame Wire Company, 
Mr. Hall, knew to whom it was to be resold, he never had at- 
tempted to sell directly to the Moraine Power Company. 

Upon the announcement of the change of policy by the new 
purchasing agent, Mr. Hall advised the Colt Company that he 
intended bidding for the contract. Mr. Colt immediately de- 
manded that Mr. Hall bid 5% higher than the price at which he 
would sell the cable to the Colt Company, thus enabling the two 
companies to make the same bid. Mr. Colt demanded this pro- 
tection on the ground that the Moraine business had been origi- 
nated by himself and had been handled by his firm for over 
ro years. Mr. Hall replied that if manufacturers quoted freely on 
the cable, no wholesaler could hope to quote the lowest price un- 
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less poor goods were substituted. Furthermore, if the Frame Wire 
Company protected the Colt Company in its bid, the former 
would be on the same price basis as wholesalers, and neither com- 
pany would be likely to secure the business. Mr. Colt, who felt 
bitterly about the whole situation, called Mr. Hall’s attention to 
the fact that the Colt Company head purchased practically all its 
wire and cable, aggregating $40,000 to $50,000 annually, from the 
Frame Wire Goiiosny. and he intimated that he would curtail his 
purchases if Mr. Hall insisted on bidding on the order of the 
Moraine Power Company without protecting the Colt Company. 

The Frame Wire Company had undergone several unfortunate 
experiences with long-term contracts. Customers had gladly 
taken their commitments while the contract price was below mar- 
ket, but, in several instances, had canceled the remainder when 
the market had dropped below the contract price. In no case had 
the Frame Wire Company attempted litigation, although it had 
suffered losses because of raw material commitments made on the 
strength of the contracts. Although Mr. Hall was not in favor of 
contract selling for these reasons, customs of the trade prevented 
his abandoning the practice entirely; wiring for buildings, ships, 
and other special construction usually was purchased on contract. 
About 10% of the company’s sales had been on contracts. The 
remainder had been on current orders from wholesalers and large 
consumers. Total sales in 1921 were about $3,980,000. 

The Moraine contract for special cable involved approximately 
$7,500, on which the Frame Wire Company would make 5% to 
6% greater net profit than it made on regular stock goods. The 
Frame Wire Company had carried on business with the Colt 
Company for almost 15 years; but the question of bidding on 
contracts never had arisen. If Mr. Hall refused Mr. Colt’s re- 
quest, there was reason to believe that Mr. Colt would fulfill his 
threat. On the other hand, if Mr. Hall complied with the request, 
a precedent would be established, not only with the Colt Com- 
pany but with all the wholesale trade. Business conditions early 
in 1922 placed a premium on retaining the goodwill of old cus- 
tomers but at the same time made it imperative that every pos- 
sible order should be obtained. 


ComMMENTARY: Mr. Colt, the wholesaler, had taken an untenable 
position in this case. If the Frame Wire Company met Mr. Colt’s 
demand, that it quote a price in bidding that was 5% higher than the 
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price which it was willing to accept, almost certainly neither the Colt 
Company nor the Frame Wire Company could secure the contract with 
the Moraine Power Company. The order was large enough to be placed 
directly and probably would be placed directly with some manufacturer 
who did not charge for a merchant’s services which were not needed. 

The Frame Wire Company previously had been selling a portion of 
its output directly to large users, apparently without protest from the 
Colt Company. The Frame Wire Company, therefore, would not have 
been changing its general policy if it had bid on the Moraine contract. 
The Colt Company seems to have received preferential treatment from 
the former purchasing agent of the Moraine Power Company. The 
action of the new purchasing agent indicated that the wholesale firm 
no longer was to receive that preferential treatment. The Frame Wire 
Company was in no wise responsible for this change in policy by the 
Moraine Power Company, and Mr. Colt had no ground on which he 
fairly could demand that the Frame Wire Company refrain from bid- 
ding on the Moraine contract, if it so desired, on the same terms that 
it would bid on other contracts. 


October, 1927 Ma1l7G 


CHALDERS MANUFACTURING COMPANY! 


MANUFACTURER—WATER STILLS 


Market SELECTION—Direction of Sales Efforts to New Markets. Inasmuch 
as its plant facilities would permit a 50% increase in output and its 
financial condition was sound, the company, which manufactured ap- 
paratus for distilling water, decided to increase its sales efforts. In- 
creased sales efforts could be directed toward further cultivation of the 
existing markets or toward the development of new markets. The 
company decided to undertake the development of markets which as 
yet made little use of water distilling machines. The markets selected 
were: coal and metal mines; retail drug stores; and garages and service 
stations. 


DISTRIBUTION CHANNELS—Use of Supply Firms and Direct-by-Mail Solict- 
tation. When the company, a manufacturer of water distilling apparatus, 
decided to attempt to develop a market for its products among coal 
and metal mines, retail drug stores, and garage and service stations, it 
was necessary to decide upon channels of distribution. The company 
at the time was selling in the general laboratory market, the hospital 
market, and the market among mirror manufacturers both through sup- 
ply firms and directly by mail. The company decided to use mine 
supply firms for reaching the mines market but to try to sell directly 
by mail to drug stores, garages, and service stations. 


DISTRIBUTION CHANNELS—Reference of Inquiries to Distributors. The 
company sold its water distilling apparatus both through supply firms 
and directly to users by mail; the company employed no salesmen. 
Only a few of the supply firms had exclusive territories; it had been 
the company’s policy to sell directly whenever possible and to refer 
inquiries to distributors only when it was evident that the orders could 
not be obtained otherwise. In order to foster friendly relations with 
distributors and to provide personal salesmanship for its machines 
whenever possible, the company decided to refer to its distributors all 
inquiries from territories in which salesmen of the distributors traveled. 


MERCHANDISING—Addition of Lower-Grade Product to Line. It was sug- 
gested that the company, a manufacturer of high-grade water distilling 
apparatus, if it was to develop a market among garages and service 
stations would have to add a lower-grade machine to its line. The 
company’s machines were higher in price than competing machines and 
the extreme purity which they gave was not necessary to garages and 
service stations. The company, however, decided not to add a cheaper 
machine to its line and to direct its sales efforts to the large, high-grade 
garages and service stations. 

(1927) 
* Fictitious name. 
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In 1927 the Chalders Manufacturing Company had been mak- 
ing apparatus for distilling water for half a century, and, among 
users, its machines were well and favorably known. For many 
years the company had made little effort to develop its market 
and had manufactured to meet orders secured by laboratory sup- 
ply firms. The company had had little competition and, since dis- 
tilled water was a necessity in laboratories, it had been certain to 
receive a reasonable volume of orders. For a few years prior to 
1927, however, the company had actively undertaken to increase 
sales, chiefly by means of advertising. 

Early in 1927 the company decided that it was in a position to 
make a moderate increase in its sales efforts. Factory output 
could be increased 50% with existing plant facilities, and the 
financial condition of the company was sound, although its re- 
sources were definitely limited. It was necessary for the company 
to decide whether it should direct added sales efforts to the further 
development of the laboratory market, to which in the past it 
very largely had confined its sales efforts, or whether it should 
undertake to develop a new field. Three possibly fruitful markets 
were coal and metal mines, garages and service stations, and retail 
drug stores. 

Chalders machines for distilling water could be classified ac- 
cording to the method of heating to which they were adapted. 
Some were steam heated; some were gas heated; some electrically 
heated; and some heated by kerosene. The capacity of the ma- 
chines ranged from one-half gallon of distilled water an hour to 
100 gallons an hour; list prices f.o.b. factory ranged from $30 
a machine to $1,200 a machine. The average cost of water 
distilled with Chalders machines, including interest and deprecia- 
tion, was 4 cents a gallon. In the case of some of the large, steam 
heated machines, the cost was as low as 1/3 of a cent a gallon. 
The life of the machines was long and repairs were needed infre- 
quently. Competing machines in general were materially lower 
in price than Chalders machines. This resulted, the general sales 
manager of the Chalders Manufacturing Company stated, from 
the fact that competing machines usually did not include heating 
units or plates and were not built to give the same high degree of 
purity given by Chalders machines. Outside of chemical labora- 
tories, distilled water of absolute purity was not always essential, 
the sales manager stated. 
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Distilled water had a wide variety of uses. In laboratories, 
maintained by schools and colleges, by industrial plants, by chem- 
ists, by government bureaus,.and by hospitals, it was a necessity. 
It also was needed by manufacturers and users of storage bat- 
teries, by garages and automobile service stations, by physicians, 
and by pharmacists. In the manufacture of mirrors distilled 
water was a necessary element. In the manufacture of soaps, 
tooth pastes, lotions, medicines, beverages, syrups, extracts, per- 
fumes, dyes, and chemicals, distilled water was decidedly superior 
to ordinary undistilled water. 

The company, in 1927, had three well-developed markets for its 
products; the general laboratory market; the hospital market; 
and the market among mirror manufacturers. Approximately half 
the company’s sales were of machines for use in academic, indus- 
trial, governmental, and other research laboratories. In addition 
to the three well-defined fields, Chalders machines were used to 
some extent by manufacturers of toilet preparations, manufac- 
turers of foodstuffs, photographers, mines, retail drug stores, 
garages and service stations, radio stations, and by numerous 
other types of organizations. Each of these markets, in the com- 
pany’s opinion, was capable of substantial development. 

The company made approximately 60% of its total sales to 
distributors for resale and approximately 40% directly to users. 
The company had no salesmen, either to call upon users or upon 
distributors. Instead, the company relied upon advertising, for 
which it spent about 10% of annual gross sales. Most of the 
advertising appropriation was used for full-page insertions in 
industrial magazines read by laboratory men and plant operating 
officials in those industries which used distilled water. The com- 
pany also advertised in several directories, prepared a catalog, 
and occasionally circularized selected lists of potential users. 

The proportion of sales which the company made directly had 
been increasing as the company’s advertising increased. Until 
1927 it had been the company’s policy to sell directly whenever 
possible upon inquiries received. The company had four dis- 
tributors with exclusive territories, and inquiries received from 
those territories had been referred to those firms. In the case 
of inquiries from other territories, however, the company ordi- 
narily had undertaken to sell directly unless it appeared that 
personal contacts would be needed for securing the orders. Some- 
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times, also, after the company had failed to make a sale directly, 
the inquiry had been referred to a distributor. Early in 1927 a 
question had been raised as to the wisdom of this policy of under- 
taking to sell directly whenever possible, and the company had 
decided to follow a more liberal policy in referring inquiries to 
distributors. In general, whenever an inquiry was received from 
a territory visited regularly by a distributor’s salesmen, that in- 
quiry was referred to the distributor. If, however, the inquiry 
was from a territory in which the distributor had no salesmen, 
so that it would in any event be handled by mail, the company 
undertook to secure the order directly. This policy was intended 
to foster friendly relations with distributors and to provide 
personal salesmanship for Chalders machines in as many in- 
stances as possible. 

For distribution of its products to mirror manufacturers, the 
company sold to two supply firms, which together covered the 
entire United States. To reach the hospital market, the company 
sold to several hundred supply firms. The company was satisfied 
with its distribution in these two markets. 

To reach the general laboratory market the company had 12 
major and 30 minor distributors. Four of the 12 major distrib- 
utors had exclusive sales territories, and of the company’s total 
sales to the 42 distributors about one-third were made to those 4. 
One exclusive territory included New York City and its imme- 
diate environs; one included the city of Philadelphia; one the 
city of Pittsburgh; and one the entire Pacific coasi. 

The distributors were laboratory supply firms, each of which 
sold several thousand items of laboratory equipment. One of the 
exclusive distributors ordinarily carried in stock 15 or 20 Chalders 
machines, amounting in value to $1,200 or $1,400. Each of the 
other 11 of the company’s major distributors normally had in 
stock 6 Chalders machines, representing an investment of ap- 
proximately $500. The other distributors ordinarily carried no 
stocks of Chalders machines at all, and on orders which they sent 
to the company, shipment was made directly to the users. The 
12 large distributors also carried stocks of repair parts. Quick 
delivery ordinarily was comparatively unimportant in the sale of 
the company’s products. In the sale of repair parts promptness 
was more important. Repairs were not often needed, however, 

and many large users, where a continuous supply of distilled water 
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was essential, carried extra parts. The supply firms which sold 
Chalders machines also sold competing machines, but ordinarily a 
supply firm favored one line, by filling orders from that line when 
no particular make was specified or by recommending that line 
when asked for an opinion. An executive of the Chalders Manu- 
facturing Company stated that the most that the greater number 
of its distributors did to secure orders for its products was to list 
them in their catalogs. 

The company encouraged the maintenance of the standard re- 
sale prices of its products and refused to sell to distributors who 
persistently cut those prices. The company’s regular scale of dis- 
counts on electrically and gas heated machines for the laboratory 
market was: 


Single machine shipped direct to user............ 20% 
mlLock ordersoru=sviniachines;..,00t oe. te sea 25% 
Stock: order 70f 86° machines) 208 32 909. ee a 25% and 5% 
plock order Of)42 machines. 21.9 8c ore os ere 30% 
stock sorder. Of s1Simachines, ©. igen ware aes es 30% and 5% 
Stock order of more than 18 machines........... 35% 
PIB LeDAILS salle Pal tose. serene ese tree ner eee 20% 


The maximum regular discount for kerosene and steam heated 
machines was 25%. With the exception of the four distributors 
with exclusive territories, few of the supply firms placed stock 
orders for more than three machines. The four distributors with 
exclusive territories, in view of their large annual purchases 
from the company, were allowed a discount of 33 1/3% even on 
orders of one machine. To distributors in the general laboratory 
market who carried no stocks and who only occasionally sold a 
Chalders machine, the company gave a discount of from 10% 
to 15%. 

In 1927 the executives of the Chalders Manufacturing Company 
were of the opinion that the company had adequate distributor 
representation in the general laboratory market. In that market 
the company estimated that sales of Chalders machines were as 
large as, if not larger than, total sales of all competing machines. 
If the company were to increase its sales efforts in that field, it 
would be for two purposes: to induce small laboratories which 
were buying distilled water to install machines for making their 
own distilled water; and to induce distributors to favor Chalders 
products. Competing manufacturers, the executives of the 
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Chalders Manufacturing Company stated, commonly allowed dis- 
tributors larger discounts than were allowed on Chalders prod- 
ucts. In spite of this, the reputation of Chalders machines was 
so firmly established that distributors often preferred to accept 
orders for Chalders machines rather than to stress the sale of 
competing products. 

The laboratory supply firms to which the company sold its 
products not only sold to laboratories, but also to manufacturers 
of food products, to manufacturers of toilet preparations, ice 
plants, garages, and other organizations using distilled water. 
Salesmen of the laboratory supply firms did not call regularly 
upon actual and potential customers outside the laboratory field, 
however, and the Chalders Manufacturing Company was con- 
vinced that these markets were by no means adequately devel- 
oped. In laboratories, distilled water was a necessity, but in 
many of these other markets use of distilled water was not es- 
sential although it was highly desirable. 

In the opinion of the executives of the Chalders Manufacturing 
Company, coal mines and, to a lesser extent, metal mines offered 
the company a field for development. One of the executives 
pointed out that in recent years electrification of mines, partic- 
ularly of coal mines, had proceeded rapidly. As a consequence, 
many storage batteries were used for mine locomotives, for miners’ 
lamps, for starting gasoline engines used in the mines, and in 
connection with power trucks and automobiles. In 1926 the 
Chalders Manufacturing Company had employed an independent 
firm to make a survey of the mines market. That survey had 
included 47 representative coal mines throughout the United 
States. Thirty-four of those mines used distilled water and 13 
did not. The quantity of distilled water used in the different 
mines varied from ro gallons a week to 365 gallons a week. 
Of the 34 mines using distilled water, 23 operated water stills, 
8 purchased distilled water, and 3 used condensed steam and rain 
water. Nine of the mines operating water stills used machines 
made by one of the company’s competitors and 5 used machines 
which they themselves had constructed. The other water stills in 
use were made by several different companies. Few of the mines 
operated more than 3 machines for distilling water. The number 
of water stills actually in use in coal mines was, in the company’s 
opinion, only a small fraction of the number that could advan- 
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tageously be used there. Many of the mines were using ordinary 
undistilled water for part or all of their storage battery require- 
ments. The survey stated that there were more than 6,000 coal 
mines in the United States each producing over 10,000 tons of 
coal annually. 

Two of the laboratory supply firms that were selling Chalders 
water stills were located in the mining regions of West Virginia 
and Pennsylvania. These firms, in addition to laboratory equip- 
ment, handled some equipment for mines, and they had sold some 
Chalders machines to mines. They had, however, made no de- 
cided effort to develop that market for Chalders products. One 
competing manufacturer had made some sales to mines, but this 
competitor, in the company’s opinion, had not as yet established 
itself firmly enough in the mines’ market to offer serious resis- 
tance should the company decide to enter that market actively. 

Electrification of metal mines did not appear to have progressed 
so far as had electrification of coal mines. Nevertheless, metal 
mines represented a not inconsiderable, and an as yet almost 
wholly undeveloped, market for water stills. The company’s 
exclusive distributor on the Pacific Coast and a distributor which 
it had in Denver, moreover, were metal mine supply firms as well 
as laboratory supply firms. They had not, however, made a 
particular effort to sell Chalders machines in the mines market. 

If the Chalders Manufacturing Company decided to undertake 
the development of the mines market, it might undertake to se- 
cure distribution through the laboratory supply firms then selling 
its products, or it might seek distribution through mine supply 
firms. Direct sale by mail in this market the company deemed 
impracticable. Purchases of such items as water stills by mines 
were in the hands of mine superintendents and engineers. 

Another market which the executives of the Chalders Manu- 
facturing Company seriously were contemplating entering in 1927 
was among retail druggists. The company from time to time 
had made sales to retail druggists, both directly and through the 
laboratory supply firms handling its goods, but in general this 
market was totally undeveloped, either by the company or its 
competitors. The company knew of 50 drug stores that were us- 
ing its machines and estimated that there were at least that many 
more that it did not know of. 

Most retail drug stores maintained departments for filling phy- 
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sicians’ prescriptions. In filling those prescriptions, it was under- 
stood, an executive of the Chalders Manufacturing Company 
stated, that wherever water was called for distilled water was to 
be used. Retail druggists, moreover, frequently made up oint- 
ments and other medicinal and toilet preparations in which, for 
the best results, distilled water, because of its sterility and free- 
dom from foreign elements, needed to be used. The company 
estimated that a retail druggist who used distilled water merely to 
fill physicians’ prescriptions needed an average of one-half gal- 
lon of distilled water an hour, and that a retail druggist who not 
only filled prescriptions but also made up ointments and toilet 
preparations needed, on an average, two gallons of distilled water 
an hour. The Chalders Manufacturing Company knew of several 
retail drug stores which had installed apparatus for distilling water 
and which, in addition to using the distilled water for their pre- 
scriptions and other preparations, bottled the water and sold it 
for household use, to radio stores, and for other purposes. Ten- 
tative investigation of the drug store market by the company, 
however, showed that, as a rule, retail druggists either purchased 
distilled water or else used water that had not been distilled. 

Distilled water, the company learned, was sold to users at 
prices ranging from ro cents to $1 a gallon but was most common- 
ly sold for 20 cents a gallon. A Chalders electrically heated ma- 
chine of a type suited for use by retail drug stores and with a 
capacity of one-half gallon of distilled water an hour would cost 
the store $40.80. A gas heated machine of the same capacity 
would cost $30. An electrically heated machine with a capacity 
of one gallon an hour sold for $65. The company figured that, 
for electrically heated machines, the average cost per gallon of 
water distilled, including interest and depreciation, was 4 or 5 
cents. In some areas, where rates for electricity were unusually 
high, the cost might be as much as 1o cents a gallon. The cost 
for a gas heated machine was approximately 2 cents a gallon 
of water distilled. 

The company’s machines were simple in construction and easy 
to operate. Repairs were needed infrequently. In the case of 
the electrically heated machines, for instance, about the only need 
for new parts arose from burning out an electrical unit. This 
was a comparatively uncommon occurrence and usually resulted 
from carelessness in use. Continuous operation of the machines 


CHALDERS MANUFACTURING COMPANY 153 


would be less important, the company believed, in the case of 
retail drug stores than in the case of laboratories or of manu- 
facturing plants. Consequently, quick delivery of replacement 
parts would be comparatively unimportant. Price, on the other 
hand, would be a more important consideration in the purchases 
of retail drug stores than in the purchases of laboratories, manu- 
facturing firms, or mines. 

By means of advertising in druggists’ trade papers and 
through use of direct-mail circulars, the company might be able 
to secure a substantial volume of orders from retail drug stores. 
It was possible that the laboratory supply firms that were hand- 
ling Chalders products would resent any attempt by the company 
to secure this business directly. This was especially true of the 
four distributors with exclusive territories. Those distributors 
contended that they covered their territories completely and that 
on any sales which the company made in their territories, whether 
in the laboratory field or elsewhere, they should receive a com- 
mission. 

The company would encounter this same difficulty in a more 
acute form if it selected new distributors to handle the retail 
drug sales. The company had given some thought to the advisa- 
bility of undertaking to secure distribution for its products among 
drug wholesalers. Each wholesale druggist commonly carried in 
stock thousands of items such as patent medicines, pharmaceu- 
ticals, soaps, tooth pastes, other toilet preparations, candies, 
cigars, and stationery. In some instances, they also sold soda 
fountains and other items of store equipment. These wholesalers 
usually employed salesmen who called regularly upon the retail 
druggists in their territories. 

Garages and service stations, another potential market for 
Chalders water stills, had constant need of distilled water for the 
storage batteries of automobiles, often supplying distilled water 
free to automobile owners. In many instances, however, garages 
and service stations, the general sales manager of the Chalders 
Manufacturing Company stated, used water that had not been 
distilled or else water that had been distilled by crude means. 
By installing a high-grade machine for distilling water, a garage 
or service station, the sales manager stated, should be able to 
increase its business through the assurance it could give customers 
that the distilled water it provided was reliable. Price was an 
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important consideration in the purchases of many garages and 
service stations, and it had been suggested that to enter that 
market successfully the company would need to produce a lower- 
grade machine, especially in view of the fact that competing ma- 
chines were lower in price than Chalders machines. Chalders ma- 
chines of a type suitable for use by garages and service stations 
ranged in price from $30 to $60 each. Ordinarily a garage or 
service station would not require more than one machine. 

For the type of machines suitable for use by retail drug stores 
and by garages and service stations, the company’s total pro- 
duction costs and overhead expenses amounted to approximately 
75% of the list prices of the machines to users. This left a 
margin of 25% of list prices to cover selling expenses and profits. 
In the case of machines suitable for use by mines, total production 
and overhead costs approximated 50% of list prices. 

The Chalders Manufacturing Company decided to begin to de- 
velop the market among coal mines. With this object in view, 
the company prepared a circular explaining applications of its 
product in coal mines for distribution to mine purchasing agents 
and operation officials. It also decided to insert a page advertise- 
ment in the Keystone Coal Mining Catalog, which was read by 
mine purchasing agents. In addition, the company arranged for 
a mine supply firm located in Pennsylvania to sell its products. 
That firm employed ro or 12 salesmen who called regularly upon 
coal mines in the Pennsylvania territory. 

The company decided to follow a conservative policy in enter- 
ing the retail drug market. The initial step would be to spend 
one or two thousand dollars for advertising in druggists’ trade 
papers and for direct-mail circularization; no definite plans rela- 
tive to this advertising had been made by October, 1927. The re- 
sponse to this introductory advertising and further analysis of 
the field would determine the company’s future policy toward the 
development of this market. 

Although they recognized that among garages and service sta- 
tions there might be a legitimate market for a lower-grade water 
still, the executives of the Chalders Manufacturing Company were 
unwilling to add a lower-grade machine to the company’s line 
of products. They decided to undertake to develop the market 
among the large, high-class garages and service stations to which 
price was not the determining factor in purchases of equipment. 
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Definite plans for entering this market had not been made by 
October, 1927. 

The company hoped to be able to sell directly by mail to retail 
druggists and to garages and service stations. The tentative plan 
of the company was to leave the general laboratory business to 
the laboratory supply distributors and to sell directly in the 
retail drug market and such similar special markets as the com- 
pany might decide to enter. 


CoMMENTARY: Since the Chalders Manufacturing Company had 
facilities for increasing its production 50%, it was warranted in at- 
tempting to increase its sales. It adopted a constructive point of view 
in seeking to cultivate new and relatively undeveloped markets instead 
of trying to obtain a larger share of the sales in its existing markets. 
In entering the new markets which seemed to offer substantial sales 
opportunities, however, the company was certain to encounter new 
sales and distribution problems. 

In the markets in which the company previously had sold its output, 
distilled water was indispensable; hence distilling apparatus was re- 
quired. Inasmuch as a high degree of purity was essential in the 
distilled water used in laboratories, hospitals, and mirror manufac- 
turing plants, the high quality of the apparatus sold by the Chalders 
Manufacturing Company was a distinct asset. In these markets the 
company’s chief sales task was to convince prospective buyers that 
Chalders machines possessed the qualities which were desired. In other 
words, the company’s task was to satisfy recognized wants. It is note- 
worthy that the company’s output was sold by advertising; no sales- 
men were employed, and the distributors’ chief service was the accept- 
ance of orders which resulted from having the Chalders machines listed 
in their catalogs. 

In the mining market the conditions were quite different from those 
in the markets in which the company previously had sold its products. 
Distilled water was not indispensable for operating the mines, and the 
advantages of a high degree of purity in the distilled water which was 
used were not generally recognized. These facts were brought out in 
the survey of the mine market made for the company. It also is to be 
borne in mind that, even in mines where full use was made of distilled 
water, distilled water was only a small item in the supplies required 
by the mines. Hence the company could not expect to command the 
attention in the mining market which it received in the laboratory 
field. Nevertheless, the unit of sale in the mining market would be 
substantial, from the company’s standpoint, and the aggregate volume 
of potential sales was large. 

For developing the mining market for distilling apparatus, stimula- 
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tive sales effort was required. The want for such apparatus was not 
keenly felt. Hence it was necessary to arouse primary buying motives 
as well as selective motives.2 The task of developing the market, fur- 
thermore, involved problems of distribution, selling, sales promotion, 
and advertising. 

The company was correct, in my opinion, in concluding that it could 
not expect to cultivate the mining market profitably by mail. Per- 
sonal sales effort was necessary to incite buyers to action. Only in that 
way could the bulk of the potential orders be obtained in a market 
in which the need for the apparatus was not clearly recognized. The 
company could provide personal sales effort either by employing sales- 
men or by utilizing the services of distributors. Since the company had 
no established sales organization and since its financial resources were 
limited, it had little choice, as a practical matter, but to utilize the 
services of distributors. It was desirable that those distributors should 
be thoroughly acquainted with the mining industry. 

Since the personal sales effort required for selling Chalders apparatus 
to mining companies went beyond the order-taking stage, it probably 
would be necessary to grant exclusive agencies to the distributors; at 
any rate, it would be necessary to use selected distribution. The Chal- 
ders Manufacturing Company should have had a definite understand- 
ing with the selected distributors, however, that their salesmen were 
actively to solicit orders for Chalders apparatus from mining com- 
panies, instead of merely passively accepting such orders as were stimu- 
lated by the company’s advertising and the distributors’ catalogs. 

Advertising was essential for stimulating the demand for Chalders 
apparatus in the mining market, and the company properly decided to 
direct its advertising to mine superintendents and engineers. This 
advertising should have been expected to perform the major part of 
the sales task, with the distributors’ salesmen closing the sales. The 
opportunities afforded for performance advertising and the simplicity 
of the technical problems involved should have rendered this plan 
workable. 

The druggists’ market was not so promising a field for expansion as 
the mining market. In the first place, the sale of distilling apparatus to 
retail druggists would not increase greatly the total quantity of dis- 
tilled water used but rather would shift production from other sources 
to the retail drug stores. The sale of machines to drug stores, to pro- 
duce water previously bought, would be a net gain to the Chalders 
Manufacturing Company only in so far as Chalders machines displaced 
the market for machines produced by other manufacturers. In the 
second place, the small-scale operations of the typical retail drug store 
probably would result in greater inertia in making a capital expendi- 


*See Melvin T. Copeland, Principles of Merchandising, p. 160. 
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ture than existed in the mining market. Nevertheless, the experiment 
in advertising to drug stores which the company planned was worth 
making. 

In the druggists’ market distilled water was a necessity, as in the 
laboratory and hospital market. The question for each druggist to 
decide, therefore, was whether to buy distilled water or to operate a 
distilling machine. If he purchased a machine, it would be primarily 
for the purpose of reducing expenses, although convenience and assur- 
ance of purity might also be considerations. The extensive use of the 
company’s machines in hospitals and laboratories was a strong recom- 
mendation to a druggist to purchase a Chalders machine, if he bought 
any. The hardest task for the company, presumably, would be to con- 
vince the druggist of the savings to be effected. It was problematical 
whether this could be accomplished entirely by advertising. 

The garage market was of a type quite different from either of the 
other two new markets which the company contemplated entering. It 
consisted of a large number of small users who did not require the 
highest degree of purity in the distilled water which they used. The 
fact that many garages supplied distilled water gratis to their cus- 
tomers for filling batteries rendered them less likely to be willing to 
purchase high-grade equipment for that purpose than would have been 
the case if the equipment had been a direct revenue producer. The 
company properly decided not to risk trading down by putting out 
cheaper machines of lower quality. 

In addition to the specific points already referred to, this case shows 
significantly the necessity for evaluating separately the various seg- 
ments of an industrial market.® 


October, 1927 MeunGe 


The advertising manager of the Chalders Manufacturing Com- 
pany wrote the following rejoinder to the commentary on the case 
of that company: 


We prefer to believe that the commentator has painted rather too 
dark a picture of our opportunities in the retail drug field. Let us say 
that a certain wholesale supply house or manufacturing druggist now 
supplying the retail druggist with his distilled water is using a still of 
about 50 gallons capacity an hour (not an uncommon size for the pur- 
pose), priced at $700. Suppose this wholesaler has been supplying 
50 detail druggists, each of whom now orders a one-gallon-per-hour 
still, costing $37.50, $60.50, or $75.90, depending upon the type. All 
production and selling factors considered, 50 one-gallon stills are pretty 
certain to bring us in a substantially larger percentage of profit than one 
50-gallon still. Comparisons of other sizes would show a somewhat simi- 


® See also National Rock Drill Company (A), page 113; Exton Gear Company, 
page 56. 
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lar result, we believe. Furthermore, the wholesaler, during our lifetime, 
is certain to have at least some demand for distilled water, so that 
present wholesalers owning stills are not likely to dispose of them to 
other industries, and wholesale drug houses buying new stills probably 
would have to specify a fairly large size to take care of “peaks” in 
varying demand. In fact, no matter how widely the use of stills by 
retail druggists may spread, we suspect that wholesalers will continue 
to buy stills and that they will not be of much smaller size than those 
now employed—at least for a good many years to come. 

Then, too, the retail drug store is somewhat of a community and 
“educational” center, and the druggists, by developing possible side- 
lines in their sale of distilled water produced in their own stills, might 
well cause quite a general increase in the consumption of distilled water. 
Our opinions are purely speculative, of course, and perhaps we are not 
entirely justified in our enthusiasm. In any event, it adds a little zest 
to business—even if we don’t hear from the 52,320 retail drug com- 
panies in the United States. 


SyMBOL Erectric Company’ (A) 
MANUFACTURER—MOTORS AND WELDING EQUIPMENT 


DISTRIBUTION CHANNELS—Exclusive Distributors Utilized in Preference to 
Direct Sale. It was the policy of the company, a manufacturer of 
motors and electrical welding units, to replace exclusive distributors 
with its own sales offices in any territory where the sales volume 
warranted such action. In the company’s opinion, sales in the South, 
where the company was represented by exclusive distributors, had 
reached a volume sufficient to justify direct sales. However, buying 
habits in the South appeared to make continuance of the distributor plan 
advisable. 


(1925) 


The Symbol Electric Company, in 1925, was distributing its 
products through 16 branch offices located in large cities in the 
middle western and eastern sections of the United States. In 
the territories south of the Ohio River and west of the Mississippi- 
Missouri rivers, the company had appointed 8 distributors with ex- 
clusive territories. Sales of Symbol products by some of the 
distributors in the South had reached totals which caused Symbol 
Electric Company officials to consider the establishment of branch 
offices in those territories. 

The two principal lines manufactured by the Symbol Electric 
Company were motors and electrical welding units. The com- 
pany had begun the manufacture of electric motors prior to 1900 
and in 1913 had developed electrical welding equipment. After 
the development of electrical arc welding in 1913 the company 
had made changes in the construction of its motors in order to 
employ the welding process in their manufacture. The motors 
then had special features which made them well fitted for use 
on motor driven machinery such as elevators and hoists, pumps, 
machine tools, and creamery equipment. The motors differed in 
construction from most motors manufactured by competitors 
and were specially adapted for mounting on direct motor driven 
machinery. They ranged in ratings from %4 to 150 horse power, 
and they ranged in price from $50 to $2,000, with a $200 motor 
as the most frequent sale. The company sold over 75% of its 


*Fictitious name. See also Symbol Electric Company (B), (C), and (D), 
pages 241, 494, and 516, respectively. 
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motors through its branches to about 50 manufacturers of motor 
driven machinery, who mounted the motors as standard equip- 
ment for the machines. It sold the remaining 25% of the motors 
through its branches and distributors to factories, mills, repair 
shops, and dealers such as mill supply firms. 

Electrical welding in 1913 had just passed from the experi- 
mental stages into practical application and there was need for 
considerable educational effort to convince potential customers 
of the advantages of electrical welding in the process of manu- 
facturing iron and steel products. The Symbol arc welder pos- 
sessed several special features which offered advantages over com- 
peting electric welders in convenience of handling by operators 
and amount of work it would accomplish in a given time. Elec- 
tric arc welding was stated by the company to have advantages 
over combustion flame welding, because of greater heat, concen- 
trated in a smaller area and produced at less cost. 

The market for the electrical welding equipment was princi- 
pally among manufacturers of iron and steel products who used 
the welding equipment in the process of manufacture. Almost 
90% of the welding equipment was sold for use in manufacturing. 
The welding unit most frequently sold was priced at $1,000, al- 
though unit prices ranged from $500 to $30,000. The company 
followed a one-price policy for both its motors and welders. It 
did not offer quantity discounts. 

The company at first had distributed its products entirely 
through machinery supply firms and electrical supply wholesalers 
to whom it granted exclusive territories. These distributors either 
had purchased Symbol products for stock or had accepted stocks 
shipped by the Symbol Electric Company on consignment. In 
order, however, to secure more intensive educational sales efforts 
and to render demonstration and service on welding equipment, 
the company after 1915 had adopted a policy of direct distribu- 
tion through branches in the industrial sections which offered the 
greatest sales opportunities. It gradually had replaced with 
branches its exclusive distributors in the middle western and east- 
ern industrial sections of the United States. The company, in 
1919, had 10 branches with 2 salesmen at each branch. By 1926 
it had for the same territory that had been covered by these 10 
branches 36 salesmen and 16 branch offices, each office having 
from 1 to 6 salesmen, the number depending on the size and im- 
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portance of the territory. Each salesman represented both 
motors and welders. 

In 1926 the company had 4 branch offices in the state of New 
York and 3 branch offices in Pennsylvania, for example. Even 
with this intensive coverage in the East and Middle West, offi- 
cials of the company were of the opinion that parts of these in- 
dustrial sections were not covered adequately and planned, as 
sales volume developed, to split further the territories of the larger 
branches. They deemed sales of $100,000 a year sufficient to 
support a branch with one salesman. Such a branch did not 
carry stocks. It usually consisted of a small office in an office 
building in the business section of the city. The office provided 
space for the desks of 1 or 2 salesmen, the desk of a secretary- 
stenographer, and a small exhibit of Symbol products. Officials 
of the company were of the opinion that a salesman located in 
such a sales branch in an industrial city could keep in touch with 
current business requirements, and could maintain sales and serv- 
ice contacts with customers and prospective customers more ef- 
fectively than could a salesman sent to the territory from a dis- 
tant branch. 

After deciding to cover the northern industrial sections with 
branches, the company had not considered the use of exclusive 
distributors desirable in those territories. Machinery supply 
firms in the northern part of the United States usually stocked 
or represented several lines of machinery and did not give inten- 
sive sales efforts or service to any one line. Sale of welding equip- 
ment for use in manufacturing processes required educational 
sales effort which could be given best by salesmen of the company. 
It was the company’s experience in those territories, moreover, 
that large manufacturing companies of the type which were pro- 
spective customers for welding equipment almost always wanted 
to buy directly from the manufacturer of the equipment rather 
than from dealers or representatives selling on commission. 

Symbol sales branches sold, however, to mill supply firms, 
machinery dealers, and electrical repair shops which wished to 
purchase for resale. In each branch territory, therefore, there 
were a few distributors which stocked Symbol products, principal- 
ly motors. Those distributors did not have exclusive territories 
and usually stocked or represented competing motors also. The 
Symbol Electric Company sold to these distributors outright or 
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shipped on consignment on agreement that the distributors pur- 
chase, sell, or return the motors within four months. Since sales- 
men of the Symbol Electric Company were not allowed to vary 
prices to customers, the distributors were able, if they wished to 
lower their profits on a sale, to undersell the Symbol Electric 
Company. Sales of Symbol products to other than machinery 
manufacturers constituted only a small percentage of total sales. 

The company had appointed machinery supply firms as exclu- 
sive distributors in the Far West and South in order to get na- 
tional representation, inasmuch as it had advertised from 1916 to 
1924 in general publications of national circulation such as the 
Saturday Evening Post and the Literary Digest. In 1924 it had 
discontinued advertising in general publications and in 1925 had 
started advertising in technical trade papers which reached man- 
ufacturers of iron and steel products. 

On sales of motors and equipment to consumers, the company 
allowed a discount of 15% from list prices. On sales of motors 
to manufacturers who resold the motors as a standard part of 
their products, the company quoted discounts of 20% and 5% 
from list prices. The exclusive distributors were expected to 
maintain these resale prices. The prices quoted exclusive distrib- 
utors were 20% and 10% off the list prices. In addition, the com- 
pany gave the exclusive distributors a bonus based on their sales 
volume of Symbol products. The bonus started at 2% on total 
annual sales over $5,000 and increased on a sliding scale to 14% 
on all sales over $100,000. The Symbol Electric Company did 
not have an exclusive agency contract form. Arrangements were 
verbal or by correspondence. The agreement usually outlined the 
territory, the terms of sale to the distributor, the promise of the 
distributor not to sell directly competing products, and the prom- 
ise of the company to give the distributor credit for all sales in his 
territory and to send him any inquiries from within his territory. 
These agreements could be terminated at any time by either party. 
The prices quoted to supply firms which were not exclusive dis- 
tributors but which purchased for resale were 20% and 5% off the 
list prices. These distributors also were eligible for the bonus. 

The two principal competitors of the Symbol Electric Com- 
pany were much larger than that company and manufactured 
complete lines of almost every electrical device or type of elec- 
trical equipment. These large companies had branches scattered 


SYMBOL ELECTRIC COMPANY (A) 163 


throughout the United States, and, in addition, sold some lines of 
products through electrical and machinery supply firms. 

Since the Symbol Electric Company was convinced that much 
of its most promising territory in the East and North was still in- 
adequately covered, it did not desire as yet to establish branches 
on the Pacific Coast or in the Far West, where prospective cus- 
tomers were few and distances great. It looked upon the few sales 
obtained through its distributors in the West as pure gain. 

The situation in the South was somewhat different. Sales 
through the southern distributors had increased more rapidly 
than in the West. Industries connected with iron and steel prod- 
ucts were developing in the South. The southern distributors as 
a rule sold a much wider range of equipment than did the supply 
firms in the North. The company’s representative in New Or- 
leans, for example, sold equipment ranging from lawn mowers, 
motor boats, and ship chandlery to sawmill, factory, and railroad 
equipment and machinery. Some of these products it carried in 
stock, others it accepted on consignment, and others it sold on 
commission from catalogs or on specification. This firm had ten 
branches in Louisiana, Mississippi, and Alabama. ‘The four 
southern exclusive distributors of the Symbol Electric Company 
all carried the Symbol motors and welders in stock. 

By 1925, annual sales of Symbol products by each of the four 
southern distributors exceeded $75,000 and one distributor’s sales 
for the company were about $250,000. Had buying habits in the 
South been the same as in the North, the company would not have 
hesitated to displace the distributors and to establish branches in 
three or four of the cities in the territories covered by the distrib- 
utors, inasmuch as those cities which yielded a satisfactory vol- 
ume of sales through distributors should have yielded a much 
larger volume when direct, intensive sales efforts were applied. 
The company, at its own expense, had brought a representative of 
each of the southern distributors to its factory about once every 
two years in order to familiarize him with the products of the 
company. On several occasions it had sent a field engineer at the 
request of a distributor to help in selling and to give technical 
advice on some new application of the welding equipment. Al- 
though the representatives had become familiar with the products 
and could render fairly adequate services, they did not, as a 
rule, try aggressively to create new sales for the products. 
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Officials of the Symbol Electric Company had come to believe, 
through visits to the South and through experiences of other 
northern manufacturers who had established branches in the 
South, that buying habits for machinery and supplies were differ- 
ent there from those in the North. Sales were made to a large 
extent on a basis of personal friendship without so much regard 
to prices as in the North. Southern industrial concerns were not 
thought to be so responsive as northern concerns to intensive sales 
efforts, modern improvements, or savings through direct purchase. 
In the case of long-established supply firms, patronage and friend- 
ship motives were strong. Southern purchasers were thought to 
prefer buying from the southern dealers even at a higher cost to 
buying directly from a northern manufacturer. 

This difference between buying habits and trade practice in 
the South and in northern states was the determining factor in 
the company’s decision in 1926 not to establish branches in 
southern cities. 


ComMENTARY: This case, similar to others upon which comments 
have been made, illustrates the difficulty of changing from the distribu- 
tion of industrial products through exclusive distributors to a scheme of 
direct sale because of the danger of loss of patronage subject to change.” 
Although expressed only in the form of opinion based upon observation, 
the statements of the executives indicate that at the time of this problem 
the patronage which supply firms in southern territories attracted to 
themselves made a change to direct distribution more difficult than in 
the northern territories. 

Direct selling was feasible for this company in a great many terri- 
tories. The size of the unit sales, the number of prospects and the 
potential sales volume in industrial communities, the need of installa- 
tion and service advice and technical knowledge on the part of sales- 
men, all supported a program of direct selling. 

Although the technical character of the products and the need of 
installation advice and service favored direct selling, it was feasible to 
sell these products through distributors, although not entirely satisfac- 
tory. With the growth in knowledge on the part of manufacturers 
of the use of motors and welders, and with the growth of a force 
of operators and repair men who could handle and repair the products, 
the service problem became less, and hence the difficulties of selling 
through distributors were reduced. The greater aggressiveness possible 





*See Stetlow-Carroll Company, 3 HBR. 37; Radams Chemical Company, 
page 134; Paley Truck Company, page 252; Cathron Company, page 194. 
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under a plan of direct selling and the growth of industrial communities 
in the South led to the belief that the conditions which influenced the 
executives to retain exclusive representatives would be only of limited 
duration, and that the establishment of branches and direct distribu- 
tion in southern industrial communities probably would become 
desirable. 

Although this case does not give detailed data which make it pos- 
sible to determine what the company considered basic factors governing 
the establishing of branch offices, the following apparently were im- 
portant considerations: 


1. Generally speaking, it appeared to be better to have a salesman 
or salesmen with headquarters in an industrial center rather than to 
have a salesman cover such a territory from a distant headquarters. By 
being upon the ground the salesman was better able to keep in touch 
with customers’ needs and with developments which might affect sales 
within the territory. Accordingly, when the potential sales within a 
territory reached approximately the $100,000 point, it was worth while 
for the company to consider the establishment of a branch office. 

2. The expense of setting up a branch office was apparently small, 
requiring only a rental of small office space and perhaps stenographic 
help. 

3. In those parts of the country where prospects were few and 
potential sales were small, the company found it advisable to sell 
through exclusive distributors in spite of the technical character of the 
products and the service requirements. Thereby the company was 
enabled to obtain national distribution in conformance with the promo- 
tion carried on through advertising mediums of national circulation. 


July, 1926 N. H. B. 


SrrencTH Unton Company’ (A) 
MANUFACTURER—PIPE-FITTING SPECIALTIES 


Market Coverace—Change from Exclusive to Selected Distributors. The 
company manufactured a line of pipe-fitting specialties which, because 
of their distinctive features, it had been able, through its advertising, 
to market on other than a strictly price basis. At first the company 
distributed its products through supply firms to which it granted ex- 
clusive territories. Because this plan appeared to curtail sales, the 
company decided to adopt a plan of selected distribution. The com- 
pany had not adopted a plan of dense distribution chiefly because of 
the danger of drastic price cutting. 


(1925) 


The Strength Union Company, in 1925, judged that modifica- 
tions in its distribution policies might be advisable. At that time 
the company was distributing its pipe-fitting specialties through 
selected supply firms. Those selected distributors did not hold 
exclusive agencies, but the company protected them against other 
dealers, to whom it sold upon request, by allowing the selected 
distributors a larger discount than it allowed other firms. 

During the first few years after it was organized, in 1900, the 
company’s sales, which then amounted to less than $10,000 a 
year, were confined to the vicinity of New York. Later the 
company achieved national distribution, and, in 1925, sales were 
more than $750,000. 

The company had concentrated upon a few high-grade pipe- 
fitting specialties, especially upon a branded pipe union, the 
patented features of which made it superior for use on steam 
pipe lines, high-pressure pipe lines, and pipe lines in oil fields. 
In 1910 the company had begun to advertise its branded prod- 
ucts with full pages in trade papers reaching engineers, steam 
fitters, and master plumbers in the power, railroad, and oil indus- 
tries. The products had gained wide recognition for their high 
quality and thus had been taken out of the purely competitive 
price class. The company did not offer a complete line of pipe 
fittings. There were three large companies in the United States 
which did have complete lines of pipe and pipe fittings. Those 


‘Fictitious name. See also Strength Union Company (B) and (C 
and 372, respectively. pany (B) (C), pages 297 
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companies had sales branches throughout the country, and in 
almost every city the complete line of fittings of each firm was 
stocked by at least one supply firm. 

When it had begun to distribute its specialties widely, the com- 
pany had granted exclusive territories to supply firms in most 
areas. Individual bargaining with supply firms, however, had 
resulted in varying types of arrangements and discounts. As the 
reputation of its products grew, the company had concluded that 
its sales possibilities were limited by the exclusive arrangements. 
It accordingly had terminated these arrangements gradually, and 
in each territory had selected several distributors for its products. 
These distributors were steam fitters’ and plumbers’ supply firms 
and oil industries’ supply firms. Mill supply firms which furnished 
industrial companies with such supplies as belting and small 
tools ordinarily did not stock pipe fittings. A supply firm ordi- 
narily stocked only one brand of heavy pipe fittings, although it 
might take orders for other brands if its customers insisted. 

The largest market for the company’s specialties was in the 
oil, power, and railroad fields. The specialties were of heavy 
construction, and, ordinarily, lighter and cheaper pipe fittings 
would serve domestic purposes equally as well. The Strength 
Union Company had secured distribution in the oil fields through 
one large supply firm which had branches in all the principal oil 
districts. A few railroads which used Strength unions usually 
purchased the goods directly from the company to keep up their 
stocks for replacement and repair purposes. Most power houses 
and large industrial companies, such as steel mills, also kept 
small stocks of pipe fittings on hand for repairs and replacements. 
These supplies they purchased from local supply firms. Any 
new construction work, extensive alteration, or repair work 
usually was let out on contract by the power and industrial com- 
panies to steam fitting and plumbing contractors. These con- 
tractors purchased their materials, both for particular jobs and 
for the small stocks which they carried, from supply firms. Each 
contractor ordinarily purchased from only one supply firm. In 
many instances the supply firms partially financed contractors’ 
operations by extending credit for materials until after the jobs 
were completed and the contractors had received their pay. An 
industrial company or power company in purchasing fittings di- 
rectly from a supply firm sometimes confined its purchases to 
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one source, but in most instances it purchased from the supply 
firm which gave the lowest prices or the promptest delivery. 
Although the purchasing agents employed by the industrial and 
power companies placed the orders, they usually were influenced 
materially in the selection of brands by the preferences or speci- 
fications of the power engineers or master plumbers employed by 
the same companies. The company had no definite information 
regarding the proportion of its products used in new construc- 
tion, but it estimated roughly that 50% of the unions went into 
new construction and 50% into repair and replacement work. 

The Strength Union Company in 1925 had three salesmen who 
visited its distributors to take orders and to maintain cordial 
relations. They did some missionary work by calling on large 
contractors and users to encourage them to order Strength unions 
and pipe fittings through the distributors. Salesmen visited each 
distributor once or twice a year. Between salesmen’s visits, the 
selected distributors sent in orders without solicitation by sales- 
men. These reorders amounted to almost 60% of the company’s 
total annual sales. The total sales expense, including advertis- 
ing and freight, amounted usually to 10% of sales; the salaries 
and traveling expenses of salesmen amounted to about 3 % of sales. 

In every city there were several supply firms, of varying de- 
grees of size and responsibility, which stocked steam fittings. 
Usually in cities of over 50,000 population there were 3 or more 
well-established supply firms with large patronage, competent 
sales organizations, and adequate storage and delivery facilities. 
Some large supply firms had branches in several cities and towns. 
In addition to these well-established supply firms, there were 
usually a large number of smaller firms. These often were oper- 
ated by men who had been salesmen of large distributing or man- 
ufacturing companies and who, on securing some capital, had 
started their own businesses and attempted to take over their 
former customers. They sometimes specialized in selling partic- 
ular articles or brands. In other instances, steam fitters or 
plumbing contractors carried on the supply business in addition 
to their contract work. These small distributors, with their small 
sales organizations, small stocks, and perhaps inadequate ac- 
counting records, frequently cut prices. 

Officials of the Strength Union Company asserted that the 
number of small distributors had increased rapidly in the 10 
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years prior to 1925. Newly established dealers who previously 
had been salesmen for distributors of the Strength Union prod- 
ucts frequently asked to be allowed to stock the Strength Union 
line on the same terms as the large distributors. The company 
usually had refused these requests, fearing that to comply would 
bring about price competition on Strength Union products. 

The experience of the company in shifting from distribution 
by exclusive distributors to less restricted distribution indicated 
that competitive conditions in each city and the character of the 
management of supply firms were important factors in the de- 
velopment of the sales policy. In one large eastern city, for ex- 
ample, a large supply firm had held the exclusive agency for 
Strength Union products for over 10 years. This distributor was 
the leading supply firm in the city; it was aggressive in salesman- 
ship, maintained the resale prices, sold the Strength Union prod- 
ucts on a quality basis, and secured an annual sales volume for 
the products which was believed to be greater than the company 
could secure by selling to several supply firms. 

In other cities, however, the company had experienced large 
increases in sales when it discontinued the exclusive arrangements 
and selected one or two additional, well-established supply firms 
in each city to stock its line. The high reputation of Strength 
Union products had enabled the company readily to secure repu- 
table distributors to stock the products without exclusive territo- 
rial rights. In one large middle western city, however, the use of 
numerous distributors had resulted disastrously. The company had 
discontinued its exclusive arrangement and had sold on its usual 
terms to all distributors who requested stocks. Sales at first had 
increased, but after two years the prevalence of serious price- 
cutting competition in Strength Union products in that city made 
the line unprofitable to all dealers. The dealers had become dis- 
satisfied and had begun to substitute competing lines. By limiting 
its sales on wholesale terms to two selected distributors in the 
city, the company had succeeded in changing the situation so 
that prices were maintained at a level profitable to the distrib- 
utors, and the sales volume for the city again had become normal. 

The company granted the same discount to all its selected dis- 
tributors regardless of quantities purchased. At one time it had 
established a sliding scale of quantity discounts to distributors. 
This practice had been discontinued, however, because it was 
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thought to encourage price cutting; the dealers tended to pass 
the extra discount on to their customers. The company decided, 
moreover, that it was unwise to place its small distributors at a 
competitive disadvantage through quantity discounts. The small, 
local firms were important in distribution because they could 
make immediate delivery in their territories and because in small 
cities personal friendship and local financing through credit ex- 
tension were important elements in the trade. The company 
frequently received substantial orders from supply firms which 
regularly stocked competing lines. On such orders, the company 
allowed a smaller discount than it gave its selected distributors. 

By 1925, the manufacturers of competing brands of heavy 
pipe fittings had developed products which were of practically 
equal merit with Strength Union products. The competing com- 
panies also were advertising extensively in trade papers. The 
Strength Union Company had made no outstanding improve- 
ments in the products, and, although the company still empha- 
sized their special features, those features had become less ef- 
fective in distinguishing Strength Union products from compet- 
ing products. The patents, moreover, had expired. The officials 
of the company noticed, in 1925, that price cutting on Strength 
Union products was becoming more prevalent and that competi- 
tion on a price basis with other heavy pipe fittings was becoming 
more intense. 


ComMMENTARY: While all pertinent facts concerning the buying 
habits and buying motives of consumers which would help to determine 
the best distributive methods were unknown to the officials of the com- 
pany, this case apparently raises issues similar in many respects to those 
of a manufacturer of consumer goods who is trying to determine whether 
to market his product as a specialty article, through exclusive agents 
or selected retailers, or as a convenience article, through as many 
retailers as possible.” It is well to note first the relative advantages and 
disadvantages of trying to market the Strength Union Company’s 
products as specialties with restricted distribution. 

Sale of a product as a specialty good through exclusive agents or 
selected dealers ordinarily connotes, among other considerations, pres- 
ence of two conditions. First is the presence of qualities in the product 
which appeal to strong buying motives of the consumer, leading him to 
seek out a particular brand. The second condition, closely allied to the 


*See Mersey Appliance Company, 3 H.B.R. 50; Lee Shirt and Collar Company, 
3 H.B.R. 80; Dartmore Pen Company, 3 H.B.R. 326; and others. 
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first, is a high unit value which makes it worth while for the consumer 
to give mature consideration to his purchase and worth while for the 
dealer to use aggressive efforts to sell the article. Sale through exclu- 
sive agents or exclusive dealers rests on the theory that consumers will 
seek out the dealer for the particular product, or that the dealer, be- 
cause he is given important privileges in distribution, will seek out most 
of the possible consumers for the products. 

The Strength Union Company elected, when it started its campaign 
of advertising, to merchandise its products as specialties, using exclu- 
sive agents. After a time, however, it found it advisable in most in- 
stances to change from the use of exclusive agencies to the use of a 
larger number of dealers. There were several reasons for this change. 
Although the union, the chief product of the company, was a special- 
ized article of high merit which, through advertising and sales promo- 
tion, had gained a brand recognition, it was not enough superior to 
competing products to lead numerous consumers to demand it or seek 
it elsewhere when distributors which these consumers patronized regu- 
larly did not have it in stock. In other words, the product or the need 
which it filled was not of sufficient consequence in the eyes of many 
consumers to lead them to seek it out when it was not readily available 
through usual sources of supply. The patronage which any one supply 
firm attracted was limited. While industrial concerns and power houses 
were inclined to shop about among supply firms for more favorable 
prices, much business for this type of article was influenced largely by 
the patronage which each supply house was able to attract to itself. 
This regular patronage probably applied especially to small orders for 
repair work. On large purchases for installations, the purchaser might 
be more inclined to seek out the dealer who would give him the best 
terms or to seek the brand which would best meet his needs. Supply 
houses which handled a multiplicity of articles were not ordinarily in 
a position to give much attention to the promotion of this article of 
relatively low unit value, especially for small sales for repair work, 
although they might seek out large contracts. 

The combination of these facts, that numerous consumers were 
willing to substitute competing products, that any one supply house 
could attract only a limited patronage, and that supply houses could 
not be counted on regularly to sell aggressively, clearly indicates that 
distribution as a specialty through exclusive agencies was not the type 
of distribution which would bring largest sales for the product. Pro- 
vided dealers could have been induced not to cut prices and thereby 
trade on the brand reputation to its detriment, the ideal form of dis- 
tribution would appear to have been intensive distribution. Drawing 
an analogy to the field of consumers’ goods, we may say that the prod- 
ucts of this company were more analogous to convenience goods than 
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to specialty goods. Convenience goods call for intensive distribution. 

The practical difficulty which the company faced, however, in main- 
taining prices probably justified it in using a scheme of selected distribu- 
tors. Whenever complete distribution was attempted, destructive price 
competition appeared. The company was trying to promote the sale of 
its product on buying motives other than economy in purchase.* As is 
usual, flagrant price cutting discouraged dealers and harmed distribu- 
tion. Under such conditions, as a matter of expediency, the use of 
selected dealers who would cooperate with the company in promoting 
the product on the basis which the company desired to follow appears 
to have been sound. If the company, however, could have avoided de- 
structive price cutting, more intensive distribution should have been 
sought. Failure to make the product available through numerous supply 
firms, tended to reduce the opportunities for sales. 

The company faced another problem which the manufacturer of 
every branded convenience article faces; namely, that of inducing 
distributors to handle his particular brand in addition to competing 
brands. Some supply houses stocked full lines of fittings of large com- 
petitors. Consistent advertising and stressing of the merit of the 
Strength Union Company products had to be relied upon to lead con- 
sumers to prefer them so that when the dealer carried more than one 
brand the consumer would be inclined to accept the Strength Union 
Company brand. The evidence indicates that in numerous cases the 
advertising and other promotional work had succeeded in leading some 
supply firms to stock Strength Union Company products in addition to 
their usual line of pipe fittings even in the face of a price differential. 

By 1925 the expiration of the patents on its union and other special- 
ties placed the company in a weaker competitive position than it had 
occupied formerly. The distinguishing characteristics which made its 
unions preferred beyond competing unions were being adopted by other 
manufacturers. This meant that substitution by dealers was becoming 
easier and that the Strength Union Company’s products were having 
to compete with similar products more upon a price basis. As the prod- 
ucts became relatively more subject to direct competition, it was prob- 
ably true that it was becoming increasingly hard to get dealers to stock 
more than one brand. Under such circumstances it would have been 
advisable for the company to seek new specialties which would induce 
supply houses to stock its products. Otherwise the company would 
have to expect to lose the opportunities for aggressive merchandising 
which it had been enjoying. 


June, 1926 N. H. B. 


*See Melvin T. Copeland, “Standardized Resale Prices.” Harvard Business 
Review, July, 1926. 


RAEBURN ELectric ComMPANy? 
MANUFACTURER—ELECTRIC WIRING EQUIPMENT 


DisTRIBUTION CHANNELS—Direct Sale Utilized in Preference to Distributors. 
The growth in the market for electric switches, sockets, and wiring de- 
vices among manufacturers using them as fabricating parts led the com- 
pany, a manufacturer of such items, to consider the advisability of sell- 
ing directly in this market. Its distributors had almost no part in 
making sales to manufacturers using the goods as fabricating parts, but 
the company customarily filled all orders through them, allowing them 
their full discount, in order to hold their goodwill. 


Market CoveracE—Change from Selected to Dense Distribution. For sev- 
eral years the company, a manufacturer of electric switches, sockets, 
and wiring devices, had been increasing the number of electrical supply 
wholesalers acting as distributors for its line; previously the company 
had sold to a relatively small number of selected distributors. In 1928 
the company decided, as a general policy, to sell to as many reputable 
electrical supply wholesalers as possible without serious overlapping of 
territories. 


(1928) 

The Raeburn Electric Company was a large manufacturer of 
electric switches, sockets, and all kinds of wiring devices. Its 
products were of high quality and never had been sold on a 
price basis. The main markets for these products were among 
electrical and building contractors, contractor-dealers, power 
plants, and manufacturers who incorporated the products in their 
own goods. This latter group included manufacturers of such 
items as lamps, electric cleaners, toasters, and washing machines. 
For many years the Raeburn Electric Company had handled 
practically all its sales through wholesalers of electrical goods. 
In 1928 it was proposed, however, that the company should sell 
directly to manufacturers who used its goods as fabricating parts. 
A further question also presented itself at this time. That ques- 
tion was whether the company should increase the number of 
wholesalers to whom it was selling its products. 

Originally, the company had sold its goods to none but the 
largest wholesalers of electrical supplies. Each distributor had 
been required to carry a total stock of not less than $100,000; 
to place a stock order for Raeburn merchandise of from $2,000 


* Fictitious name. 
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to $5,000; to issue a catalog; and to maintain a staff of traveling 
salesmen. The territory of each distributor had been large, and 
all sales in the territory had been credited to the distributor. An 
electrical supply wholesaler carried practically all kinds of elec- 
trical supplies and equipment including, in addition to such items 
as switches and wiring devices, goods such as table and floor 
lamps and washing machines. 

About 1924 the company had begun to increase the number 
of its distributors. There was at the time a tendency for the 
distributors to buy in smaller quantities and more frequently than 
they previously had done. The general manager of sales stated 
that the distributors placed three orders where previously they 
would have placed one. Competition among the manufacturers, 
moreover, had grown constantly keener as new firms entered 
the field. The number of wholesalers also had increased greatly, 
and new distributors continually were asking for the Raeburn 
line. 

For several years prior to 1924 there had been approximately 
300 distributors for the Raeburn line. In 1924 the company 
added to distributors; in 1925 it added 18; in 1926 it added 33; 
and in 1927 it added 43. This rate of increase in number of dis- 
tributors was far in excess of the rate of increase in sales. 
Nevertheless, in each district where it had increased the number 
of distributors, not only total sales for the district but also sales 
of the original distributors had increased. In 1926, for example, 
the company had increased the number of its distributors in 
Pittsburgh from 3 to 5, and sales of the 3 original distributors 
had shown gains in the following year. At the beginning of 
1927 the company increased the number of its Denver distributors 
from 4 to 7, and in 1927 sales of Raeburn products in Denver 
were larger than in any previous year. A large part of the sales 
increases in these territories, the executives believed, could be 
ascribed directly to the increases in number of distributors; the 
company had not increased its own sales work in the territories 
materially following the increases made in number of distributors. 

The company’s original distributors opposed these additions 
of new distributors to their number. The argument that the 
company used in its dealings with its original distributors was that 
the wholesale firms which were asking for the Raeburn line 
would take on another line if that line was refused them, and that 
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this competition from a different line would be more serious to 
the original distributors than competition on the same line. 

In 1928 there were 400 distributors selling the Raeburn line. 
At that time the company estimated that there were in the United 
States from 900 to 1,000 wholesale firms suitable for selling its 
goods. The question was whether the company should seek to 
have the 500 to 600 additional firms distribute its products. The 
company had tried to have its distributors carry only the Raeburn 
line of switches and wiring supplies. Of the 400 distributors, 100 
carried no competing line. The other 300 carried one or more 
competing lines but treated the Raeburn goods as the main line. 

All orders, except in a few special cases, even when obtained 
directly by the company, were filled through the distributors. 
All distributors received the same discount from list prices to 
users. There were no quantity discounts; prices, however, were 
relatively higher for purchases in less-than-standard packages. 
A distributor’s gross margin, if he bought in standard packages 
and sold in less-than-standard packages at the company’s list 
prices, was 35%. If he bought in standard packages and sold 
in standard packages, his gross margin was 2214%. If he bought 
in less-than-standard packages and resold in standard packages, 
his gross margin was 10%. ‘The company had not found that the 
increase in the number of its distributors had led to increased 
price cutting, nor had price cutting proved a serious problem, 
except in metropolitan New York. 

The company operated five sales branches; it carried stocks, 
however, at only three points. The company, in 1928, was em- 
ploying 34 salesmen. These men were paid on a straight salary 
basis. At one time the company had paid its salesmen commis- 
sions but that plan had been discarded as unsatisfactory. The 
sales manager stated that under the commission plan the sales- 
men built up their commissions to a point that satisfied them and 
then ceased to work for further increases—failing to consider 
the company’s interest. The company until 1927 also had paid 
its salesmen bonuses based on the salesmen’s performance and 
the earnings of the company. The bonuses had been discontinued 
because of the dissatisfaction caused when no bonuses or small 
bonuses were paid in one year after large bonuses had been paid 
in a previous year. 

The company’s salesmen called on distributors and also on 
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contractors, architects, and manufacturing users to secure orders 
for the distributors’ accounts. The general sales manager stated, 
in 1928, that approximately 33 1/3% of the orders placed by 
the distributors were obtained for them by the company’s sales- 
men. The wholesalers, he stated, in a majority of instances were 
little more than order-takers with small stocks. The proportion 
of orders for which the salesmen were responsible was constantly 
increasing. In the five years prior to 1928 the company had 
added six men to its sales force. The salesmen were required to 
report each call. The company maintained records showing the 
number and amount of orders secured by each salesman for the 
wholesalers’ accounts and the number and amount of orders re- 
ceived from the wholesalers. 

One reason for the increase in the portion of the business ob- 
tained by the salesmen, according to the sales manager, was the 
increase which had taken place in the manufacture of goods re- 
quiring switches, sockets, and wiring devices as fabricating parts, 
In 1928 this market, the sales manager stated, represented 40% 
of the total potential market for Raeburn products. 

A substantial part of the Raeburn goods sold to manufacturers 
was special, made to order upon plans worked out jointly by 
Raeburn salesmen and the purchasers. Such goods, of course, 
could not be carried in stock by the distributors, nor did the dis- 
tributors, as a rule, have any part in making the sales. Never- 
theless, it was the company’s practice, with some exceptions, to 
fill such orders through its distributors. The company’s custo- 
mers sometimes objected to this practice, contending that they 
and not the distributors should have the advantage of whatever 
discount was given, especially in view of the size of their orders, 
which usually were larger than the customary orders placed by 
distributors. Some manufacturers buying Raeburn products, 
however, had reciprocal relations with the electrical supply whole- 
salers whereby they purchased their electrical equipment from 
the wholesalers and the wholesalers in turn purchased the manu- 
facturers’ completed products for resale. 

The general sales manager pointed out that the company was 
largely dependent for distribution upon the wholesalers. It was 
the large volume production of certain standard items, on which 
the company’s gross margin was relatively small, that made pos- 
sible the production of the special and more profitable items, he 
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stated, and for selling those standard items the wholesalers were 
indispensable. One of the important markets for the standard 
items, for example, was among contractor-dealers, of which there 
were in the United States about 22,500; the company could not 
expect to cover that market directly. Quick delivery was im- 
portant in the sale of the standard items, the sales manager stated. 

The Raeburn Electric Company was a consistent advertiser in 
trade papers. It also circularized 27,000 actual and prospective 
customers monthly. 

The company decided, as a general policy, to undertake to sell 
to as many reputable electrical supply wholesalers as possible; 
the territories would be watched carefully, however, to avoid 
duplication of effort. No decision had been reached as to the 
proposal to sell directly to manufacturers, but the sales manager 
gave it as his opinion that within five years that policy would be 
in operation. 


CoMMENTARY: ‘The course followed by the Raeburn Electric Com- 
pany in increasing the number of distributors to whom it sold switches 
and wiring devices was proving successful. The chief danger involved 
in this course was that it would lead to demoralizing price cutting.? 
That danger had been avoided thus far by the company, however, by 
the exercise of care in choosing the distributors to whom sales were 
to be made. 

The increases in the number of distributors enabled the company to 
improve its coverage of the potential market for switches and wiring 
devices among contractor-dealers and other small retailers. The num- 
ber of contractor-dealers and other retailers who were potential pur- 
chasers of Raeburn products was large, and the increased number of 
wholesale distributors furnished greater likelihood that the patronage of 
all these contractors and retailers would be solicited. The merchandise 
did not lend itself to concentrated specialty selling by wholesalers. The 
company hardly could hope for more than preferential order taking by 
the wholesalers’ salesmen. Hence the services of numerous wholesalers 
were needed for adequately covering the market among contractor- 
dealers and other retailers. 

The company was following an unusual course, but a safe one, in at- 
tempting to secure intensive retail distribution through a limited num- 
ber of wholesalers. As the company’s plan was working out, the task 
seemed to be to determine the minimum number of wholesalers through 
whose efforts the maximum retail distribution could be secured. Lim- 





7 See Strength Union Company (A), page 166. 
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itation on the number of wholesalers would check price cutting compe- 
tition on the line and thereby stimulate a preferential interest among the 
wholesalers. 

The problem of handling the sales of the company’s products to other 
manufacturers for fabricating purposes presented perplexities. On the — 
one hand, the company needed to retain the goodwill of the wholesalers 
who carried its line, in order to maintain a large volume of sales of the 
standard products. On the other hand, the wholesalers’ services usually 
were not needed in selling to fabricators. The Raeburn Electric Com- 
pany’s salesmen solicited the orders and direct deliveries were made. 
The orders placed by the fabricators were as large as many of the 
orders placed by wholesalers. Thus the discounts allowed to the whole- 
salers on these orders were pure gratuities. Furthermore, since the 
orders from the fabricators usually were for special goods and their 
solicitation required technical sales service, there was no possibility 
that the business ultimately would be taken over by the wholesalers. 

The wholesalers rendered no service in selling the special-order mer- 
chandise to fabricators; nevertheless, they received their full discount 
on the sales. The purpose of this concession by the Raeburn Electric 
Company was to retain the goodwill of the wholesalers, but the effect 
was to increase the company’s costs heavily. The ultimate effect, if the 
practice were continued, inevitably would be to handicap the company 
in securing orders from fabricators, if the whole burden of the whole- 
salers’ discounts were levied on those orders, or in selling the standard 
lines, if a part of the burden were shifted to them. A company cannot 
permanently compete profitably with other manufacturers if it includes 
in its costs payments for services not rendered.* 

The company estimated that the market for fabricating parts 
amounted to 40% of its potential market. Hence that market was not 
to be dealt with lightly. The opinion of the sales manager that event- 
ually the company would be handling its sales to fabricators independ- 
ently of the wholesalers was sound in principle. The company had two 
distinct markets, which called for segregated sales methods.* 


February, 1928 Maroc. 


*See Frame Wire Company, page 142. 
“See National Rock Drill Company (A), page 113, and others. 


Noset Cuan Company® 
MANUFACTURER—ROLLER CHAINS 


Market CovERAGE—Change from Selected to Dense Distribution. The 
company, a manufacturer of silent and steel roller chains, had developed 
a substantial volume of sales for replacements in automobile motors. 
To cover this market the company originally selected between 20 and 
25 distributors. Later, chiefly because of increased competition, the 
company increased the number of its distributors to 150. Still later, in 
order to secure more adequate market coverage, it was decided to in- 
crease the number to 500 or 600. 


(1928) 


In the eight or nine years prior to 1928,.the Nobel Chain Com- 
pany, a large manufacturer of high-grade silent and steel roller 
chains, had developed sales for replacements in automobile motors 
to a point where that part of the business represented 25% of the 
total volume. Late in 1927 it was proposed that the company, in 
order to secure more complete market coverage, should increase 
the number of distributors to whom it sold its chains for the auto- 
motive replacement market from 150 to 500 or 600. 

The company regarded its business, from the standpoint of 
sales, as divided into three parts, each of which it handled in a 
different way. One part was represented by sales to automobile 
manufacturers and manufacturers of automobile motors; another 
by sales to other manufacturers, either for fabricating parts or for 
plant equipment; and the other by the replacement sales in the 
automotive market. In each of the principal industrial cities in 
the United States the company maintained a sales office. No 
stocks were carried at these offices. They served merely as head- 
quarters for the company’s 15 salesmen. 

The company’s sales to automobile manufacturers or manu- 
facturers of automobile motors made up about 50% of the total 
business. Those manufacturers used the chains as original equip- 
ment in the motors of the automobiles. To those users the com- 
pany sold directly by means of three or four salesmen. The 
salesmen, who themselves were engineers, worked with the en- 
gineers in the purchasers’ organizations to develop chains suitable 
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for the particular circumstances under which they were to be 
used. The company directed little advertising to automobile 
manufacturers. Selling in that field, in the executives’ opinion, 
had to be done entirely by personal solicitation. The company’s 
salesmen for the automobile market did not call on firms other 
than automobile manufacturers or manufacturers of motors for 
automobiles. 

About 25% of the company’s sales were of chains to be used 
as fabricating parts in machine tools, as fabricating parts in 
trucks and road machinery with chain drives, or as equipment 
for power transmission in factories. The problems presented by 
these three types of sales were deemed sufficiently similar to 
warrant use of the same salesman for making them: there were 
II or 12 salesmen for this market. In addition to its own sales- 
men, the company was represented in this market by selected 
machinery supply firms. 

The machinery supply firms carried stocks of Nobel standard 
chains and thus made it unnecessary for the company to carry 
stocks at its branch offices. The supply firms did not have ex- 
clusive sales territories, but the company sold to only one supply 
firm in a given territory. The average stock of Nobel chains 
carried by a supply firm amounted to from $1,200 to $1,500. The 
company’s salesmen for this market called on users in the distrib- 
utors’ territories and took orders when possible. If immediate 
delivery was not required, shipment was made from the factory. 
If immediate shipment was required, however, the order was given 
to the nearest distributor. The company’s prices to users and 
the distributors’ prices were the same. It sometimes happened 
that a manufacturer objected to having his order turned over 
to a distributor, even when he wished immediate delivery. The 
manufacturer might insist that he should be given the same price 
that the company gave its distributors. Such demands were in- 
frequent, however, and each was settled on its own merits. If 
an order was shipped from a distributor’s stock and the pur- 
chaser was allowed the distributor’s discount, the company gave 
the distributor a commission. The general sales manager stated 
that disputes seldom arose between the company’s salesmen and 
the distributors’ salesmen as to who should receive any particu- 
lar order. 


In selling its chains for power transmission in factories, the 
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company made a special effort to sell to firms building new plants 
or expanding old ones. The company kept itself informed of 
all current building projects. Its salesmen visited the construc- 
tion engineers, who often let the contracts for the entire plant 
equipment, and also the executives of the firms for which the 
building was being done. Not only did the company’s salesmen 
seek to convince the engineers and owners that Nobel chains 
were superior to other chains, but, inasmuch as chains were used 
with direct drives, the salesmen also emphasized the merits of 
having a plant equipped with direct drives rather than with belt 
drives. Sales of chains for equipping a single new plant some- 
times amounted to $12,000 or $15,000. The company advertised 
extensively in trade papers reaching plant engineers, power house 
foremen, and other factory executives. 

In the automotive replacement market, which took 2 5% of the 
company’s total volume, the company, in 1927, was selling to 
150 automobile accessory and replacement parts wholesalers. The 
company was doing no missionary work for those distributors. It 
did, however, advertise in trade papers read by garage men and 
automobile dealers. It also circularized an extensive list of 
garages and service stations once every three months. The com- 
pany stressed the durability, quietness, and smooth action of its 
chains. Use of consumer advertising had been suggested to the 
company, but the sales manager was confident that for the com- 
pany’s product advertising in a general magazine of national 
circulation would be far more costly than the results would 
warrant. 

Prior to about 1920, garages and automobile service stations 
requiring chains for replacements in the motors of automobiles 
secured them from the manufacturers of the automobiles or their 
representatives, so that a worn-out chain of one make was re- 
placed with a new chain of the same make. At that time it had 
appeared to the general sales manager of the Nobel Chain Com- 
pany that there was an opportunity for a chain manufacturer 
to develop a market for replacements among automobile dealers 
and service stations; that it was not necessary that a chain of one 
make should be replaced with a chain of the same make. At 
that time the company’s chains were original equipment on sev- 
eral leading makes of automobiles. 

As an initial step in developing the replacement market, the 
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company had employed four missionary salesmen to travel 
throughout the United States visiting every dealer and service 
station for one high-priced make of motor car. These four men 
were to explain the merits of Nobel chains and to secure trial 
orders. The chains were sold for about $10 each. In slightly 
more than one year, the company had sold 100,000 of these chains 
to dealers and service stations for this one make of automobile. 

When this initial missionary work had been completed, the 
company undertook to secure distributors for its chains. As 
distributors the company selected between 20 and 25 large auto- 
mobile accessory and replacement parts wholesalers located in 
the principal cities. Each of these 20 or 25 distributors carried 
not less than $3,000 worth of Nobel chains in stock. The distrib- 
utors had salesmen who called upon garages and service stations 
and upon smaller wholesalers in their territories. Average Nobel 
chain sales of a distributor amounted to between $18,000 and 
$20,000 a year. The distributors did not have exclusive terri- 
tories and received no commission on any sales that were made 
directly by the company; the company did not have salesmen 
calling on users, but some orders were received by mail as a result 
of the company’s advertising and of previous sales. The discount 
allowed the distributors was 40% to 50% of the price to garages 
and service stations, which were looked upon by the company as 
the users. In reselling to other distributors the company’s se- 
lected distributors usually offered a discount of about 33 1/3%, 
and on any sales which it made directly the company did not al- 
low the secondary distributors a larger discount. 

The company had continued to sell to its few selected distrib- 
utors until about 1925. During the preceding three or four years 
competition for the replacement business had grown constantly 
keener. Several competing manufacturers had begun to offer 
wholesalers to whom the Nobel Chain Company’s distributors 
were selling as large a discount as the company was giving its 20 
or 25 key distributors. Most of the competing chains were less 
expensive than Nobel chains. 

The general sales manager of the Nobel Chain Company de- 
cided, in 1925, that it was advisable for the company to increase 
the number of distributors to whom it allowed its maximum dis- 
count. Accordingly, in the next 18 months the number of such 
distributors was increased from 20 or 25 to 150. This gave 
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the company a distributor in approximately every town of 25,000 
or more automobile population. In increasing the number of 
distributors the company had maintained amicable relations with 
its original distributors by explaining to them that unless the 
smaller distributors were allowed the maximum discount it would 
be impossible to hold their business in view of the larger dis- 
counts being offered by competitors. 

Late in 1927 a further substantial increase was proposed in the 
number of distributors to be given the maximum discount. Ac- 
cording to the new plan the company would have between 500 and 
600 such distributors. Each distributor would be expected to 
serve merely his own town and adjacent villages. There would 
be no exclusive agency arrangements. A majority of the distrib- 
utors of this type would have ratings of about $10,000 instead of 
ratings of $30,000 or $35,000 as was the case with the 150 
distributors. 

The general sales manager deemed this step necessary if the 
small garage was to be reached. There were, he stated, three 
types of “users”: small garages; general service stations; and 
service stations specializing on one make of automobile. The 
proposed increase in number of distributors was aimed particu- 
larly at securing the business of the small garages. Those 
garages, the sales manager stated, had little capital and would not 
carry stocks. Neither would they order in advance. When an 
automobile owner brought his automobile in to have a new chain 
put in the motor, the little garage owner went to the nearest auto- 
motive supply firm to obtain the chain, paying for it over the 
counter. If that supply firm did not have a Nobel chain, the 
garage man would take another; and the supply firm would not 
be selling Nobel chains if it could get a larger gross margin on 
another make of chain. The automobile owner, the sales man- 
ager stated further, frequently shopped about before leaving his 
car at a garage to be fixed. He would inquire for quotations on 
the job at several garages and have the work done at the garage 
offering the lowest price. These same statements were true in 
a less degree of the general service stations. 

The chief argument which the company saw against the pro- 
posal was the possibility that with the restriction of territories 
no distributor would be enthusiastic about selling the line. The 
company decided, however, to increase the number of its distrib- 
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utors as proposed. This increase was to be carried out in one area 
at a time, so that the results of the change could be observed in 
one place before the plan was made general. Each distributor 
selected was expected to carry in stock $200 or $300 worth of 
Nobel chains. The company assisted the distributors to select 
an assortment of chains that would permit them a rapid rate of 
stock-turn. The company decided to employ one man to call on 
distributors east of the Rocky Mountains except in the immediate 
vicinity of the branch offices; those localities would be covered by 
the salesmen from the branches whose primary duty was to visit 
manufacturing plants and the machinery supply firms that rep- - 
resented the company. In general, each distributor would be 
visited twice a year. All billings and credits and collections 
would be handled centrally, at the company’s main office. 


ComMENTARY: ‘The Nobel Chain Company had shown a clear per- 
ception of its elementary marketing problem by segregating its market 
into three parts, each of which was being handled by methods es- 
pecially suited to that type of market. This segregation is worth noting 
specifically because of the fact that so many contemporary manufac- 
turers of industrial goods had not recognized the need for such action 
in dealing with analogous situations. 

One segment of the company’s market comprised manufacturers of 
automobile motors and manufacturers of automobiles. ‘That trade 
was handled by sales engineers, who were equipped for rendering tech- 
nical sales service. Another segment of the market included manu- 
facturers of machine tools, manufacturers of trucks and road machin- 
ery with chain drives, and plants using chains for power transmission. 
That trade was handled by selected supply firms, with the assistance of 
missionary salesmen. Especial attention was given to stimulating sales 
on new construction projects.2, The third segment of the market in- 
cluded repair shops and garages which bought chains for replacements 
in automobile motors. It was with this third segment of the company’s 
market that the immediate problem was concerned. 

The company apparently was convinced that it was losing potential 
sales in the replacement market because of inadequate coverage. In 
increasing the number of wholesalers to whom it sold chains for re- 
placement purposes, the company was pursuing a logical course. In 
1920, when it had reached the conclusion that the increased use of 
automobiles was resulting in a sufficient volume of replacement demand 

*It is to be noted that this company seemed to have handled this problem more 


effectively than the Erven Leather Products Company had dealt with a similar 
problem. See page 3. 
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for chains, it had sent missionary salesmen into the field to secure orders 
from garages where repairs were made. These orders constituted evi- 
dence that a demand existed and made it possible to induce a group 
of leading wholesalers to add chains to their lines. As the demand con- 
tinued to increase and as competition for the business became keener, 
the need for more intensive wholesale distribution was recognized. This 
led naturally to the company’s decisions of 1925 and 1927. 

The need for intensive wholesale distribution for this product can 
be attributed to the character of the demand. Nobel chains could 
be used for replacement purposes on many makes of automobiles. 
Hence, practically every repair shop was a potential user. It was 
not to be expected, however, that each repair shop would carry a re- 
serve stock of such chains, for the shop could not know when a demand 
for a particular size or type of chain would occur. Hence the shop 
looked to a wholesaler carrying replacement parts to be able to supply 
its needs immediately when occasion arose. The demand was sporadic 
and the Nobel Chain Company could secure a maximum volume of 
sales for replacement purposes by having its chains carried in stock by 
all reputable wholesalers who had any substantial volume of replace- 
ment sales. Otherwise, substitutes would be sold by the wholesalers. 
This type of wholesale distribution was needed to enable the company 
to reap the full returns of its advertising program. 


February, 1928 MoE 


WIREMOLD COMPANY 


MANUFACTURER—WIRING CONDUITS 


N 


Market Coverace—Use of Plan of Dense Distribution. The company, 
which manufactured a conduit system and fittings for surface wiring, 
decided to secure as many desirable wholesale distributors for its prod- 
ucts as possible. The company would give distributors’ prices, however, 
only to those wholesale firms which carried specified quantities of its 
goods in stock. 

(1928) 


The Wiremold Company manufactured and sold under a reg- 
istered trade name a patented conduit system and fittings for 
surface wiring. The Wiremold conduit system originally had 
been developed for extension wiring, when the main wiring sys- 
tem had been installed behind walls and under flooring. The 
Wiremold system had come to be used, however, for all the 
surface electric wiring in many factories, warehouses, department 
stores, office buildings, school buildings, hospitals, and so on. 
Wiremold wiring conduits and fittings were so constructed and 
painted as to present a neat and unostentatious appearance. There 
were 84 items of fittings in the Wiremold line. Wiremold surface 
conduits competed with wood moulding, piping, and several con- 
duit systems similar to the Wiremold system but less well known. 
Wiremold products were somewhat higher in price than these 
competing products, but the company was convinced that they 
also were clearly superior for the uses to which they were suited. 
Wiremold conduit was sold to users for from about $4 to $6 a 
hundred feet. Standard packages of fittings were sold for a few 
dollars a hundred. Wiremold systems, outside of the field of 
wiring extension work, also competed with nonsurface wiring. 
Moreover, although in most places electric wires were required by 
the national electrical code to be covered, not all such wires were 
covered, and this provided the company with an opportunity to 
increase sales through educational work. 

In the nine years since 1919 the company had built up a sub- 
stantial volume of sales for its product. In 1928, however, its 
factory and organization set-up would permit sales three times 
as large as actual sales. Nevertheless, any less extensive set-up 
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would not permit the company to handle satisfactorily its exist- 
ing sales volume. It was important, therefore, that sales should 
be increased. The company was of the opinion that the largest 
field for expansion was among industrial plants. Wiremold sales 
in that field were relatively less than in such markets as were 
represented by office and school buildings. In view of this situa- 
tion, the company proposed to add to its line a larger size of 
Wiremold, which would.enable it to meet fully the surface wiring 
needs of industrial plants as well as of other users. As it was, 
pipe had to be used for part of the surface wiring in industrial 
plants, where the present sizes of Wiremold were insufficient to 
accommodate the number of wires used, and there was a tendency 
for contractors to feel that if they must use some pipe they might 
as well use all pipe. 

In connection with the problem of marketing its products so as 
to secure maximum sales, it also was necessary for the company 
to decide upon the number of distributors to use; it might grant 
exclusive agencies; it might sell to as many distributors as pos- 
sible; or it might sell to selected distributors without exclusive 
territories. 

The company’s conduits and fittings were purchased and in- 
stalled by electrical contractors for building owners or building 
contractors. The large number of electrical contractors and con- 
tractor-dealers in the country, therefore, constituted the com- 
pany’s market. These contractors, the sales manager of the 
Wiremold Company stated, usually required quick delivery. Their 
unit purchases varied from a few dollars to several hundred or 
even a thousand dollars. 

In 1928 the company’s plan of distribution was as follows. 
The United States was divided into nine territories, in each of 
which the company was represented by one agent, who handled 
several allied but noncompeting lines and who received a com- 
mission on all sales in his territory. These agents were expected 
to visit all the company’s wholesale distributors once each month. 
On these visits they examined the distributors’ stocks of Wire- 
mold and advised the distributors as to what items to order. The 
company sought by this means to keep its distributors’ stocks 
moving and to prevent them from overstocking with slow moving 
merchandise. The company also put up its goods in standard 
packages with this purpose in view. A standard package of a 
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type of fittings used infrequently, for example, contained fewer 
items than did a standard package of a type that was used with 
every few feet of conduit. Prices for broken packages were pro- 
portionally higher than prices for standard packages. 

The company’s distributors were wholesalers of electrical sup- 
plies. It was the company’s policy to sell to as many of those 
wholesalers as possible. The company regarded as its distrib- 
utors, however, only those wholesale firms which carried specified 
quantities of stocks. And only to those wholesalers did the com- 
pany give its lowest prices. The company had two sets of prices: 
one for the wholesalers who carried specified stocks and one for 
wholesalers who did not carry the required stocks, retailers, and 
contractors. To be classed as a distributor it was necessary, in 
general, for a wholesaler to place an initial stock order of from 

$500 to $1,000, the exact amount depending upon the territory in 

which the wholesaler was located. The distributors were ex- 
pected to maintain their stocks at approximately this level. The 
sales manager of the company in January, 1928, stated that there 
were in the United States 650 electrical supply firms that he 
deemed suitable distributors for the company’s products; there 
were about half that many more electrical supply firms that be- 
cause of their credit ratings or their small size were not regarded 
as suitable distributors. Of the 650 firms, 480 were distributors 
for the Wiremold line and carried the required stocks. Prac- 
tically all the company’s sales were made through its distributors. 
The sales manager stated that the distributors’ gross margin on 
the company’s products was liberal. The distributors sometimes 
bid against each other on Wiremold products and cut prices; in so 
far as it could, the company discouraged this practice. 

The Wiremold Company was employing no salesmen in 1928, 
but it had at various times employed missionary salesmen to do 
educational work in introducing Wiremold. It advertised in 
trade papers read by electrical and building contractors. It 
also circularized contractors regularly and provided distributors 
with catalogs, bearing their imprints, for distribution to their cus- 
tomers. It was the executives’ opinion that the burden of demand 
creation must be borne by the company and its agents; distrib- 
utors would be interested in the line only if the company was 
able to build up a demand for it among contractors. 

Distributors frequently asked for exclusive sales territories 
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for the Wiremold line. The company always refused such re- 
quests. The company planned to secure as many as possible of 
the 650 eligible wholesalers as stock distributors for its line. In 
any particular territory, however, the company planned to see 
to it that there were not so many distributors as to result in price 
cutting or in loss of interest in the line. 


Commentary: The retail market for Wiremold conduits and wiring 
devices was composed of a large number of dealers and contractors, 
many of whom operated on a small scale.1 These dealers and con- 
tractors often required prompt deliveries. To stimulate sales to dealers 
and contractors, the company could not rely on aggressive sales efforts 
by the wholesale supply firms even had exclusive agencies been granted; 
each supply firm handled too many items to warrant an expectation 
that its salesmen would devote a large amount of special attention to a 
single item such as Wiremold conduits. The burden of promoting the 
sales of the line therefore had to be carried by the company’s adver- 
tising. Moreover, although the Wiremold conduit had special features 
and was patented, it was by no means free from competition. Hence, 
even if a dealer or contractor had been converted to the point of ex- 
pressing a preference for Wiremold products, he was likely to accept 
a substitute when the supply firm from which he usually bought such 
goods did not carry Wiremold conduits in stock and recommended a 
competing make instead. Under these circumstances the Wiremold 
Company could expect to secure a maximum volume of sales by inten- 
sive distribution among the wholesale supply firms. The 650 electrical 
supply firms which the company had secured, or was seeking to secure, 
as distributors should have been able to provide intensive wholesale 
distribution for Wiremold products. 

It also is to be noted that the company was following a progressive 
merchandising policy in adding a larger size of conduit to its line, so as 
to be in a position to supply more nearly all a user’s requirements of 
its type of products. 
March, 1928 MATE. 


1See Mersey Appliance Company, 3 H.B.R. 50. 





Van Dort GRINDING WHEEL CoMPANY* 
MANUFACTURER—GRINDING WHEELS 


DistrBution CHANNELS—Direct Selling Combined with Use of Exclusive 
Distributors. The company, a manufacturer of grinding wheels, sold its 
products by means of five distributors with exclusive territories and 
seven salesmen, who secured orders for distributors’ accounts as well 
as orders outside the exclusive territories. Although the company had 
granted the exclusive territories in order to have stocks of its wheels in 
various industrial centers, at least 75% of its products were made to 
order. Moreover, its own salesmen secured 75% of the orders in the 
territories of exclusive distributors. Consequently, when the company 
planned to begin selling in industrial centers not covered by its sales- 
men or distributors, it debated whether to grant exclusive territories 
in the new areas and whether to terminate its existing exclusive 
arrangements. 


(1927) 


For selling the grinding wheels which it manufactured, the 
Van Dort Grinding Wheel Company, located in Pennsylvania, 
had seven salesmen and five exclusive distributors. The salesmen 
had their headquarters at the offices of the exclusive distributors 
and, in the exclusive territories, took orders for distributors’ ac- 
counts. The company figured, in fact, that 75% of the sales of 
its exclusive distributors were upon orders taken by its own sales- 
men. The company had granted the exclusive territories as a 
means of having stocks of its wheels in various industrial centers. 
At least three-fourths of the wheels which the company sold, 
however, were made to order and, in 1927, it seemed that the 
services of the exclusive distributors might be unnecessary. As 
soon as it could secure and train additional salesmen, furthermore, 
the company planned to begin selling in other industrial centers 
not covered by its present salesmen and distributors. It would 
be necessary for the company to decide whether to grant exclusive 
territories to supply firms in the new areas. 

The company made grinding wheels of various types and in 
several thousand sizes. Prices ranged from a few dollars per 
wheel to $30 or $40. Some of the wheels in the smaller sizes 
were standard and were widely used. Most users, however, es- 
pecially the larger ones, required wheels of special sizes and types 


1 Fictitious name. 
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to meet their particular needs. In view of this fact, the company 
did not undertake to maintain stocks of every size and type of 
wheel which it was called on to manufacture. If a customer 
gave reasonable assurance that he would require additional wheels 
of a type for which he had placed an order, the company carried 
stocks of the item. The company also undertook to carry stocks 
of wheels for which there was a more or less constant demand. 
Average stocks at the company’s plant amounted to approximately 
$75,000. From this stock the company was not able to fill more 
than 25% of its orders. 

The company’s exclusive distributors were mill and factory 
supply firms selling such items as hacksaws, belting, and drills. 
One was located in Detroit, one in Chicago, one in Cleveland, one 
in Indianapolis, and one in Philadelphia. These firms bought 
outright from the company at prices which allowed them an aver- 
age gross margin of approximately 30% of sales. According to 
the terms of the company’s agreement with its distributors, each 
distributor was to carry stocks of Van Dort grinding wheels 
sufficient to meet the reasonable needs of his territory. Average 
stocks of each distributor amounted to about $5,000. Van Dort 
salesmen supervised the distributors’ grinding wheel stocks and 
advised as to purchases. The distributors had as their exclusive 
territories the areas in which their salesmen traveled regularly— 
areas ranging in diameter from 50 miles to 100 miles. Any sales 
which the company’s salesmen made in these territories, whether 
billed through the distributors or directly, were credited to the 
distributors. : 

In the opinion of the general sales manager of the Van Dort 
Grinding Wheel Company, it was necessary for salesmen of grind- 
ing wheels to be trained in the technical characteristics of the 
products, so as to be able to advise users as to special applications 
and, when difficulties arose, to make suggestions for improve- 
ments. Prices of the various manufacturers of grinding wheels 
were very similar, he stated, so that it was necessary to sell the 
wheels on a basis of quality and service. Van Dort salesmen con- 
sequently were carefully trained. The distributors’ salesmen, 
however, had many items to sell and were not trained to meet 
the special needs of users of grinding wheels. The company’s 
salesmen made their headquarters at the distributors’ offices. In 
the exclusive territories they sometimes traveled with distributors’ 
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salesmen and sometimes alone. The salesmen’s territory in- 
cluded not only the territories of the exclusive distributors but 
also as much of the surrounding areas as they could cover satis- 
factorily. Orders taken outside of the exclusive territories were 
billed directly. About 75% of the company’s sales were made 
outside the territories of the distributors. 

The company’s salesmen for the most part called on large users. 
Large users preferred to deal directly with the company’s sales- 
men rather than with the salesmen of distributors. Customers 
buying $50,000 or more of Van Dort grinding wheels annually 
were generally billed direct. The salesmen saw some customers 
every other day and others they saw at less frequent intervals. 
Each salesman made a daily report to the sales manager on visits 
for the day and the results of the visits. Two of the salesmen 
received a 10% commission on sales, from which they paid their 
traveling expenses, and the other five salesmen were paid salaries. 
The company was of the opinion that a salesman’s compensation 
and traveling expenses should not exceed 10% of his sales. 

It was the company’s experience that large grinding wheel 
users located in cities which were centers of grinding wheel users 
were unwilling to buy from a company which did not have stocks 
of wheels in their localities. Competing manufacturers of grind- 
ing wheels maintained either wholesale sales branches or exclusive 
distributors with stocks in the grinding wheel centers. Yet most 
large users and many smaller ones, the sales manager stated, 
customarily placed orders sufficiently in advance of their needs to 
permit the wheels to be made to order. This required five or six 
weeks. Even when users required immediate delivery it frequently 
happened, under the existing arrangements, that neither the dis- 
tributors nor the company had the particular wheels required in 
stock. Not more than 25% of the requirements of the company’s 
large customers were filled from the distributors’ stocks. The 
sales manager was of the opinion that approximately this same 
situation was true of other manufacturers of grinding wheels. 
Outside of grinding wheel centers, grinding wheel users, the sales 
manager stated, did not attach so much importance to having 
stocks in their territories. Large users customarily bought from 
two sources. 

The Van Dort Grinding Wheel Company ordinarily advertised 
in one or two trade papers. It also circularized selected lists 
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of potential customers from time to time. When a special wheel 
made for some firm proved especially satisfactory, the company 
sometimes announced this by means of circulars to similar firms 
which also could make use of that type of wheel. Many small 
users ordered directly from the company by mail. 

If the company terminated its exclusive territorial arrangements 
it would not carry stocks at branch points, since that would be 
more costly than sale through distributors. The sales manager 
was of the opinion that not many sales. to the smaller users would 
be lost if the exclusive arrangements were discontinued. He be- 
lieved, however, that there was a serious possibility that such ac- 
tion would interfere with sales to large users. 


CoMMENTARY: The evidence in this case seems to indicate that 
the company was clinging to a traditional practice which, although it 
may have had some practical justification in the attitude of the com- 
pany’s customers, apparently had little rational justification. The ex- 
clusive distributors’ average gross margin was 30%. The company’s 
sales in the territories of the exclusive distributors constituted approx- 
imately 25% of its total sales. For 75% of the sales in distributors’ 
territories the orders were taken by the company’s salesmen but credited 
to the distributors. Thus, if these figures for estimated ratios be ac- 
cepted as approximately correct, the Van Dort Grinding Wheel Com- 
pany was paying a heavy bonus to the distributors for securing orders 
for 614% of its sales, for permitting its salesmen to maintain head- 
quarters at their stores, for carrying stocks from which comparatively 
few orders were filled, and for making collections on less than 2 5% 
of the company’s sales. 

It is stated that the large users preferred to deal with the company’s 
salesmen rather than with the distributors’ salesmen and elsewhere 
that the large users were unwilling to buy from a company which did 
not have stocks carried in the users’ respective localities. These state- 
ments are not necessarily inconsistent but they suggest an effort to 
rationalize the traditional practice of providing for stocks in certain 
territories. The insistence on local stocks loses some of its force, 
moreover, when it is noted that three-fourths of the purchases by the 
users were of wheels made to order. 

It is quite possible that the services of distributors were needed by 
this company but the reasons therefor remain obscure. 


December, 1927 Vices Gy 


CATHRON COMPANY* 


MANUFACTURER—ELECTRICAL APPARATUS 


Sates ORGANIZATION—Manufacturers’ Agents Utilized in Preference to 
Direct Selling. When it had first started production, the company, 
which manufactured a limited line of electrical apparatus, had chosen 
sale by manufacturers’ agents, to whom it granted exclusive territories 
and paid a commission on sales, as the most economical and effective 
method of distribution. After several years, the company’s sales in 
some territories had reached a point which the executives believed 
justified direct sales branches. Although direct selling probably would 
reduce sales costs and make possible more aggressive sales efforts, the 
company decided to continue the use of manufacturers’ agents, because 
it believed it had a moral obligation toward the agents who had sold 
its products for several years, because much of the goodwill established 
by agents attached to the agents themselves rather than to the prod- 
ucts, and because establishment of sales branches in some territories 
might weaken the morale of agents in the other territories. 


(1926) 


The Cathron Company for over 20 years had manufactured a 
limited line of electrical apparatus, such as transformers and 
switchboards, which from the start it had sold by means of man- 
ufacturers’ agents working on a commission basis. Several times 
during the five years prior to 1926 officials of the company had 
considered discontinuing the use of manufacturers’ agents in the 
larger cities and establishing sales branches there for direct 
selling. 

The company sold its products almost entirely to electrical 
central power and lighting stations and electric railway compan- 
ies. The principal use of the transformers was on high tension 
power lines. Although the company had standardized its types 
of transformers, each type was subject to a number of variations 
to meet the different voltage requirements and other special con- 
ditions. The unit selling price of the equipment ranged from 
$25 to $15,000. 

When the company first had been organized with small capital 
and a small producing capacity, it had not been in a position to 
support its own organization for direct selling, and consequently 
had made use of manufacturers’ agents. By 1926 the company 
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had secured national distribution by 30 manufacturers’ agents, 
each of whom had an exclusive territory. Contracts between the 
company and its agents were renewed annually. 

The company’s agents were men of engineering training who 
were able to talk in technical terms about the products. They 
had sold the products of the Cathron Company long enough to 
become thoroughly familiar with their special features. Most of 
the agents represented also one or more allied noncompeting lines, 
such as circuit breakers, although in four instances the agents had 
given up their other lines and represented only the Cathron Com- 
pany’s devices. An agent ordinarily maintained a sales office with 
two or three salesmen; a few of the agents had field engineers to 
render service in case of trouble with the devices. Such pur- 
chasers of the equipment as central stations and hydroelectric 
plants usually did not require special installation service other 
than printed instructions and some technical advice by the agent 
relating to special features of the devices. When an agent was at- 
tempting to obtain a special order or an unusually large order, 
or when some technical problem arose which the agent could not 
solve, the company sent an engineer to assist the agent. The rate 
of commission allowed the agents was 10% of sales. The agents 
paid all office, sales, and service expenses from their commissions. 
By 1925, 10 of the 30 agents had represented the company for 
at least 10 years. These 10 agents were located in the principal 
cities of the United States. In the smaller cities where the com- 
pany had representatives, it sometimes had shifted from one rep- 
resentative to another in an attempt to find a capable man. 

The Cathron Company advertised continually in trade papers 
which reached electrical engineers in central stations and other 
electrical fields. It also had compiled a mailing list of engineers 
and assistant engineers in central stations, hydroelectric plants, 
electrified railways, and electric traction companies throughout 
the United States. It circularized this mailing list frequently 
with broadsides of reprints of the trade paper advertisements and 
announcements of new products or of improvements in existing 
products. It also had developed, for distribution to interested 
persons, a handbook of technical electrical information especially 
useful to engineers. Although the company had built up a high 
reputation for its products and had many special features as sell- 
ing arguments, the sales manager estimated that the factor of 
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comparative prices could be assigned a weight of about 75% 
in influencing sales. 

For several years prior to 1926, the company had been some- 
what dissatisfied with the use of manufacturers’ agents. The 
company did not have close control over these representatives and, 
because of their divided interests, the agents did not sell the com- 
pany’s products so aggressively as would salesmen in the direct 
employ of the company. The agents usually sold most aggres- 
sively the products which encountered the least sales resistance 
or on which the highest commission was paid. A few of the 
agents, after building up a substantial volume of sales which in- 
sured them an adequate income, seemed content to let matters 
rest and were not eager to secure the additional volume which 
the company believed the territories warranted. Although the 
company could exert some control over its representatives by 
holding before them the possibility of losing the territories, it 
rarely had changed representatives in the large cities, since cap- 
able representatives were scarce. 

Of the Cathron Company’s competitors, two large companies 
which manufactured complete lines of electrical supplies and ap- 
paratus, including transformers, had direct sales offices in prac- 
tically all the large cities of the United States. Small manufac- 
turers of electrical apparatus ordinarily sold their products 
by manufacturers’ agents. 

A few officials of the Cathron Company believed that the actual 
or potential volume of sales in each territory should determine 
whether to establish a direct sales branch there. In territories of 
scattered sales prospects and relatively small potential volume of 
sales, a single line such as the Cathron Company made could not 
support a separate sales office. In those territories, agents who 
represented several lines should be used. In eight of the terri- 
tories, however, the sales of the Cathron Company had reached a 
point which the officials of the company believed would justify 
direct sales branches. In two territories, for example, in 1925, 
the commissions which the company paid its representatives for 
the year totaled over $40,000 each. The officials estimated that 
the company could establish a branch in each of the eight 
territories and maintain a sales organization similar to that of 
the representative at an annual cost of $20,000 for each territory. 

Although the company officials had discussed the probable 
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savings in sales cost to be secured through the establishment of 
branches and the probable greater effectiveness of direct sales- 
manship, the president of the company always had opposed the 
discontinuance of agents. In his opinion, the company had a 
moral obligation to the agents who had represented it for years. 
These representatives had been loyal to the company; during the 
early years of the company’s existence they often had incurred 
losses on sales of transformers and they had been able to continue 
selling the line only because of profits on the other lines repre- 
sented. He believed the company would display ingratitude if it 
were to establish a branch sales office in a territory as soon as the 
sales in that territory reached a volume profitable to the rep- 
resentative. 

It was the opinion of the president, moreover, that the estab- 
lishment of a few branch offices and the dropping of the represen- 
tatives in those territories might weaken the morale of the re- 
maining representatives. The company was not in a position to 
attempt direct sales in all territories. The president questioned, 
also, the assumption that a direct sales organization would be 
more effective than manufacturers’ representatives in selling the 
company’s products. The representatives of the company in 
most instances had lived in their respective territories all their 
lives. They had established friendly relations with many of the 
electrical engineers in their territories and frequently could secure 
a personal interview with a central station executive whom the 
company salesmen would have difficulty in reaching. Much of 
the goodwill established by the manufacturers’ representatives was 
attached to the representatives themselves rather than to the 
products represented. The use of representatives, furthermore, 
made the budgeting of sales expenses less difficult, since the com- 
missions remained a definite percentage of sales regardless of 
fluctuations in sales volume. In periods of depression the repre- 
sentatives and not the company bore the expenses and possible 
losses of maintaining an office and a sales organization. 

In view of all these factors the Cathron Company decided to 
continue distributiong its products by manufacturers’ agents 
with exclusive territories. 


Commentary: This case illustrates one of the weaknesses that may 
accompany a plan of sale by manufacturers’ agents; namely, that these 
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agents may tend to attract patronage to themselves rather than to the 
products and the companies which they represent, thus making a change 
to direct selling by the represented companies difficult or even 
hazardous. 

It should be recognized that the scheme of sale by manufacturers’ 
agents stands as an expedient form of distributing machinery for the 
small manufacturer of industrial products who lacks financial resources 
to build his own sales organization and for the manufacturer whose 
products are so few in number or whose market is so thin or sporadic 
or whose unit sales are so small that he cannot bear the expense of a 
direct selling organization. The manufacturers’ agent has an estab- 
lished patronage which the small, beginning manufacturer has not; the 
manufacturers’ agent can distribute his expenses over a number of lines 
of goods, whereas the manufacturer of a single product or a few prod- 
ucts must place the whole burden on his narrow line of goods. 

In the beginning the Cathron Company probably gained a wider and 
quicker distribution and gained it with less expense by turning to es- 
tablished manufacturers’ agents than it could have by establishing its 
own sales force. The company had reached a stage, however, where it 
could support a direct selling organization in numerous territories, and 
several factors were strongly in favor of such a form of distribution. 

The advantages and disadvantages of a change to direct selling by 
the Cathron Company as rapidly as territories became well enough 
developed to support direct selling were fairly clear. In favor of retain- 
ing the manufacturers’ agents were the following considerations: the 
company still needed such representatives in several of its territories, 
inasmuch as the volume of business there was not large enough to sup- 
port direct selling. To have made a change in policy by setting up di- 
rect selling branches in the territories with larger sales volume might 
well have had a bad effect upon the morale of the remaining agents. 
Moreover, if the territories were put on a direct selling basis there was 
danger of temporary loss of patronage. The sales representatives had 
built up, to a large extent, a personal following in their territories rather 
than a patronage for the products which they represented. 

The president of the company was moved largely by a feeling of ob- 
ligation to the manufacturers’ agents who had stood by the company in 
its developmental period, but it is doubtful whether the company could 
continue indefinitely to be moved by this consideration. As in most 
similar situations, there were conflicting obligations. The executives 
of the company were responsible to the stockholders to secure the best 
results possible. Moreover, it was understood that the contracts with 
sales agents might be terminated in accordance with the terms of the 
contracts. Some of the agents might have been willing to discontinue 
the sale of competing products and to enter the employ of the Cathron 
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Company as sales branch managers. It is true that the agents and the 
company had become mutually dependent to a large degree and that it 
was desirable to care for the interests of both parties. 

Although the company’s products were technical and required tech- 
nical sales ability, they apparently were not so highly technical but 
that they could be sold satisfactorily and given satisfactory service 
through a scheme of manufacturers’ agents. At the same time, a di- 
rect selling organization gave promise of more efficient installation ad- 
vice and subsequent service. Moreover, direct selling would have en- 
abled the company to develop the territories more aggressively and to 
control the sale of the various products so as to give the best operating 
results for the company as a whole. The direct selling by competitors 
should have led this company to turn to the most aggressive of sales 
methods. In its industrial advertising program the company had laid 
a background for undertaking its own distribution. Finally, the indica- 
tions were that not only would direct selling be more aggressive, but it 
would be more economical in some territories. Accordingly, it is con- 
cluded that in spite of the danger of temporary loss of patronage 
through the change of policy, the company should have planned to 
undertake direct selling in those territories where the sales possibilities 
were sufficient to justify that type of selling. 


July, 1926 N. H. B. 


Prior Automatic Macuinery Company’ (A) 
MANUFACTURER—COIN COUNTING MACHINES 


Sates ORGANIZATION—Direct Personal Selling Utilized in Preference to 
Mail Solicitation or Manufacturers’ Agents. The company, a manu- 
facturer of packaging machinery, decided to manufacture and market 
coin counting machines also. The company considered the possibility 
of marketing the counting machines directly by mail or through sale by 
manufacturers’ agents, but decided to develop its own sales organiza- 
tion for the line and to sell directly to users. 


Sates ORGANIZATION—Segregation by Lines of Products. The company, 
a manufacturer of packaging machinery, decided to manufacture and 
market coin counting machines also. Since the market for the coin 
counting machines was entirely distinct from that for packaging ma- 
chines, and since the sales and service problems for the two lines were 
different, the company decided to develop a separate sales organiza- 
tion for the new line. 


(1925) 


The Prior Automatic Machinery Company had manufactured 
automatic packaging machinery for over 35 years. In 1925 the 
company proposed to market coin assorting and counting ma- 
chines. The prospective markets for these machines were so 
different from the markets for packaging machinery that officials 
of the company were of the opinion that the new product re- 
quired a separate sales organization and different channels of dis- 
tribution. Three plans were considered: that of developing a 
separate direct selling organization for the product; that of grant- 
ing exclusive agencies to manufacturers’ agents in various sec- 
tions of the United States; and that of attempting to market 
the machine by mail. 

The products of the Prior Automatic Machinery Company had 
consisted of automatic machines for weighing, packaging, and 
labeling products which manufacturers sold to the retail trade in 
cartons or packages. One series of five machines, for example, 
would take a flat folded cardboard carton which was cut in the 
proper shape, open the carton and seal the bottom to form a box, 
line the box air-tight inside with paraffin paper, weigh out and 
pour into the box the desired amount of the manufactured prod- 
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uct, such as sugar or cereal, fold and seal the top of the box, and 
deliver the filled box on a conveyor belt ready for storing or 
shipping. Such a set of machines had a capacity of 30 to 35 
packages a minute or 15,000 to 18,000 packages a day, which 
equaled the output of from 25 to 40 hand operators, depending 
upon the nature of the material and type of package. The unit 
price of the company’s machines ranged from $3,000 for a single 
unit which would perform one operation in a series of packaging 
operations, to about $18,000 for a set of machines which would 
take a package through all the operations of packaging. While 
the actual life of the machines averaged from 15 to 25 years, im- 
provements in design might make a machine partially obsolete in 
from 5 to 10 years after installation. 

The market for the company’s packaging machinery was lim- 
ited by the large capacity of the machines to large manufacturers 
and for the most part to manufacturers of nationally advertised 
products. The companies which could use packaging machinery to 
advantage for the most part were large manufacturers of dry, 
free-flowing materials such as sugar, flour, cereals, coffee, cocoa, 
salt, and poultry food, and various powders such as soap powder, 
baking powder, and tooth powder. 

The Prior Automatic Machinery Company sold its packaging 
machinery directly to users. The company employed six salesmen, 
who were thoroughly familiar with packaging machinery and who 
were able to visit a factory and demonstrate to the factory super- 
intendent or production manager the savings that would result 
from the installation of automatic packaging machinery. These 
salesmen all had been with the company for 10 years or longer, 
were well versed in the technicalities of the product, and could 
render pre-installation advice. Two of the salesmen were located 
in a branch office in New York City and, with the exception of 
New England, these salesmen traveled practically all the territory 
east of a line drawn along the Mississippi River to St. Louis, 
thence to Toledo. One salesman was located in a branch in Bos- 
ton to cover the New England territory; one salesman was located 
in a branch in San Francisco to cover the Pacific Coast; and two 
salesmen were located at the home office in Chicago to cover all 
the central United States as far west as the Rocky Mountains. 
Branches did not carry a stock of machines or repair parts. The 
salesmen were paid a commission of 5% on sales. The company 
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expected a salesman to sell about $250,000 of machinery annually. 
It paid the branch office expenses and the actual transportation 
expenses of the salesmen. It did not pay hotel bills or living ex- 
penses. Salesmen were allowed to exercise wide discretion in 
determining their itinerary and the frequency of visits to pros- 
pects. Service on the machines after the completion of the sale 
was rendered by technical field men. 

Since the market for packaging machinery was limited to large 
manufacturers, the company definitely knew practically all its 
prospects. The salesmen had developed cordial relationships with 
the active customers of the company, who numbered under 500. 
Most of these customers were located in the north Atlantic, north 
central, and central northwestern states, although there were a 
few customers such as coffee, flour, and cereal companies located 
in the southern and western states. The salesmen, therefore, trav- 
eled extensively but visited only a few cities. A technical field 
man was located at each branch office. These men gave technical 
service during the installation of machines and were available 
whenever trouble was reported. The company at its home office 
carried about a $750,000 inventory of finished machines and 
repair parts which were available for immediate shipment to any 
part of the country. 

Early in 1925 the Prior Automatic Machinery Company be- 
came interested in a small company which was making a few auto- 
matic coin counting machines. The inventor of the coin counting 
machine had only a limited capital and with the assistance of one 
salesman had made a few local sales of the machine. It usually 
had been necessary for the inventor to sell one machine in order 
to secure enough working capital to make another. Officials of 
the Prior Automatic Machinery Company believed that a large 
potential market existed for the coin counting machines among 
banks and various types of retail establishments. The company 
had made no market survey, but the officials estimated roughly 
that over 500 coin counting machines could be sold annually. The 
factory of the Prior Automatic Machinery Company was well 
equipped to manufacture the coin counting machines. The com- 
pany, therefore, early in 1925 purchased the patents relating to 
the coin counting machines and employed the salesman who 
formerly had worked for the inventor to assist in the develop- 
ment of the market for the machines. 
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The coin counting machines were motor operated and were 
small enough to be placed on top of an ordinary desk; each ma- 
chine weighed about 85 pounds. An assortment of all United 
States coins could be placed in the hopper of the machine and the 
machine, at the rate of 225 coins a minute, would sort, count, and 
pack the coins in paper wrappers. There were numerous coin 
counting devices or machines on the market. Most of these, how- 
ever, either were for use only for one size of coin or had such a 
large capacity that only large companies could use them. One 
machine on the market, for example, would sort coins three times 
as fast as the new machine. It was large and cumbersome and 
was available to users at a rental of $1,000 a year. Other com- 
peting machines sold at prices ranging from $100 for small ma- 
chines which would count only one size of coin, to over $1,000. 
The Prior Automatic Machinery Company estimated that it could 
sell its machines for $650 each and believed that it would have a 
great competitive advantage in seeking to sell to companies which 
took in from $250 to $500 in assorted coins during a day. The 
company expected that the machines might become obsolescent 
in about five years, although the actual operating life of the ma- 
chines would be much longer. 

The company decided at once that it could not use its existing 
sales organization to market the new product. The market for the 
coin counting machines was entirely different from that for pack- 
aging machinery. The unit price was small compared with the 
unit price for packaging machinery and the total probable sales 
to any one company, with the exception of large chain store com- 
panies, would be small compared to the total sales of packaging 
machinery to a single manufacturing company. A few food prod- 
ucts companies, for example, each had over $500,000 worth of 
the Prior Automatic Machinery Company’s machinery. A rela- 
tively small number of companies were prospects for packaging 
machinery. On the other hand, a large number of business estab- 
lishments scattered throughout the whole United States were pros- 
pects for the coin counting machines. The packaging machinery 
salesmen were trained technically to sell packaging machinery 
and were devoting their entire time to that task. These salesmen 
were not willing to spend additional time on a product of such 
small unit value 

As far as the sales manager was able to ascertain, there were 
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no supply houses or wholesale distributors available as outlets for 
such a coin counting machine. The company considered, there- 
fore, three methods of marketing the coin counting machines: by 
personal selling, by selling through agents, and by direct-mail 
selling. The company had had no experience with manufacturers’ 
agents in the United States. Most of its experience had been in 
direct selling by its own salesmen, although it had had some 
favorable experience in the sale of a small bottling machine by 
mail order. 

The sales manager of the company believed that the principal 
market for the coin counting machines was among banks. In 
order to test out who the users of the machines might be, the com- 
pany, in 1925, ran four half-page advertisements in a general 
business magazine. These advertisements described the product 
and urged those interested to write for a circular, which would 
give a more detailed description. The company received 200 
returns from these advertisements. Fifty per cent of the inquiries 
‘were from banks, and approximately 45% were from commercial 
companies, such as ice companies, chain stores, and unit retail 
stores. 

In answering the inquiries which resulted from the advertise- 
ments, the company sent a circular describing the product but 
did not urge the prospects to purchase, since the company had not 
as yet developed a sales organization. One result of the advertise- 
ments was to bring to the company a number of requests from 
individuals in various parts of the United States for appointment 
as exclusive agents for the machines. Some of these inquiries were 
from men who wished to represent only the Prior Automatic 
Machinery Company and who wished one of the machines as a 
sample in order that they might go from bank to bank and dem- 
onstrate it. Other requests were from companies or partnerships 
which had been established for several years as agents selling 
different lines of machinery or office appliances. 

There was a difference of opinion among company officials as 
to the desirability of distribution by manufacturers’ agents. The 
general manager believed that an agent, especially one who repre- 
sented other lines, would not push the sale of the coin counting 
machines as vigorously as the company’s own salesmen would. 
Although the machines did not require any technical installation 
Service, successful use did require a certain amount of mechanical 
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ingenuity on the part of the operator, and the salesman had to 
give adequate instruction in the use of the machines. Coins some- 
times were defective or bent and became jammed in the machines. | 
Fairly elaborate directions for the correction of this and for the 
operation of the machines could be printed, but the limited experi- 
ence of the company indicated that the user of coin counting 
machines ordinarily was not one with a natural mechanical inge- 
nuity or the patience to follow long directions. In this respect, 
the product differed from lines of machine tools which frequently 
were sold by manufacturers’ agents; the users of machine 
tools were technical men who could overcome minor technical 
difficulties without the assistance of the manufacturer. The gen- 
eral manager believed also that in order to have effective distri- 
bution by manufacturers’ agents it was necessary that the 
manufacturer of the product have an established reputation in 
the field, since the manufacturers’ agents themselves rarely did 
much local advertising and rarely were well known among the 
prospective purchasers. Although the Prior Automatic Machinery 
Company had a long-established reputation in the packaging ma- 
chinery field, it was entirely unknown to small banks, ice com- 
panies, and other mercantile companies. 

In its foreign trade the company had had unfavorable experi- 
ences with agents for packaging machinery. Foreign agents had 
failed to push the product and were incapable of giving the neces- 
sary technical service. The company, therefore, had established 
several branches in the principal foreign markets. 

As a trial the company granted, early in 1925, one exclusive 
agency for the coin machines in Atlanta, Georgia, to a partnership 
of three men who represented also certain office supply manufac- 
turers. According to the agreement made by correspondence, the 
Atlanta agency was to receive approximately a 30% commission 
on sales of the coin counting machines. After six months, this 
agency had not made a single sale, although it did have a few 
machines out on demonstration to banks. 

The advertising manager of the Prior Automatic Machinery 
Company maintained that the agency method of distribution had 
advantages, particularly in the distant territories where the total 
sales probably would not warrant a branch office or traveling 
salesmen. He believed that after the company became better 
known through advertising and after it had made a few improve- 
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ments in the machines, the need of which had been demonstrated 
by actual use, the use of agents in the distant territories would be 
a feasible channel of distribution. 

The problems of distributing the coin counting machines were 
believed to be similar to the problems of a manufacturer of cal- 
culating and adding machines. One company, for example, which 
manufactured electrically operated calculating machines to retail 
at from $450 to $500 distributed these machines through its own 
sales offices in 11 large cities. Each of these cities with the sur- 
rounding cities and towns composed a district which was in the 
charge of a district manager who was responsible to the general 
sales manager at the home office. The district manager hired his 
own salesmen, arranged terms with them independently of the 
home office, and paid them from his share of the profits. Ordi- 
narily, salesmen received approximately 20% on sales and were 
guaranteed a minimum drawing account of from $20 to $30 a 
week. The average number of salesmen employed by a district 
manager was three. The district manager received a straight com- 
mission of 30% on all sales. Out of this he had to pay all ex- 
penses. He usually carried in stock about 25 machines which the 
company consigned to him. 

A company which manufactured addressing and mailing ma- 
chines, on the other hand, distributed its products by 100 
branch agents located throughout the United States. The average 
selling price of the machines was from $50 to $75, although the 
highest-priced machine sold for $1,000. The company supplied 
35 of the 100 agencies with stocks of machines and paid the agents 
from 25% to 33 1/3% on sales, varying with the different prod- 
ucts and territories. Of the 35 agents who carried stocks, 1 5 sold 
other noncompeting lines of office equipment. The agents oper- 
ated independently of the company and paid salesmen’s salaries 
and office expenses from their commissions. Each agent had an 
exclusive territory for the mailing machines. 

The advertising manager of the Prior Automatic Machinery 
Company also favored a trial of selling coin counting machines 
by mail. The company for several years had manufactured small 
bottling machines which it sold for $250 each. Because of the 
small unit sale value and the fact that the market for bottling 
machinery was among prospects other than those for packaging 
machinery, the company had marketed these small machines by 
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mail to users such as pharmaceutical manufacturers. The com- 
pany had been able to buy lists of prospective users from mailing 
list houses and had sent out circular letters to these prospects in 
groups of 10,000 letters at a time. Out of a group of 10,000 
letters it had been the experience of the company to receive 200 
favorable replies as a result of which it eventually would sell 
75 machines. For each favorable reply the company would send 
an average of seven follow-up letters. The total cost per letter of 
circularizing and follow-up letters amounted to approximately 
to cents. This included all overhead charges. The cost, therefore, 
of selling these machines by mail averaged under $16 per machine. 
The company sent to each purchaser of a bottling machine com- 
plete written instructions for installation and operation and de- 
tailed diagrams showing the construction of the machine. Ordi- 
narily there were persons employed in a factory which used bot- 
tling machinery who possessed the mechanical skill necessary in 
making adjustments and minor repairs. The Prior Automatic 
Machinery Company would give advice concerning repairs or ad- 
justments by mail if requested to do so. Officials of the company 
believed that adequate service was given in this way. 

In the fall of 1925 the company sent out a group of letters to 
possible users of the coin counting machines in the territory 
around Chicago. From this group of letters the company received 
favorable replies at the rate of 25 per 1,000 letters. In these in- 
stances the company sent out salesmen from its home office to fol- 
low up the inquiries, and as a result the company had placed about 
50 machines for demonstration. The advertising manager con- 
cluded that the number of replies received from the initial maga- 
zine advertisements and from the first group of circular letters in- 
dicated considerable interest in the product. He thought it indi- 
cated also that the product might be marketed successfully by 
mail. 

The coin counting machines differed, however, from the bot- 
tling machines in the amount of service and technical advice re- 
quired, and the general manager believed that if the prospects 
were circularized, the inquiries should be followed up by a sales- 
man of the company. The relatively high unit price of the coin 
counting machines also was a deterrent to selling by mail. The 
general manager was of the opinion that if the unit price of a 
machine exceeded $500, personal salesmanship was necessary. He 
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believed that the marketing of the coin counting machinery would 
require a direct sales organization similar to the branch organiza- 
tion of some manufacturers of calculating machines but on a 
smaller scale, since the market was somewhat more limited. He 
decided to develop such an organization gradually by spreading 
out from the more densely populated sections of the country. 

By the spring of 1926 the company had six salesmen for coin 
counting machines. Three traveled from the home office in Chi- 
cago, one from the New York office for New York City only, 
another from the New York office for the state of New York out- 
side of New York City, and one from the Boston office for all 
New England. These salesmen were paid a commission of $150 
for each machine they sold. This amounted approximately to 
23%. The company decided upon this rate of commission after 
considering the amount of potential income necessary to induce 
good salesmen to sell the machines. The company estimated that 
an average salesman should sell one machine a week. Salesmen 
of office appliances such as calculating machines who were paid 
on a straight commission basis usually received from 20% to 30% 
commission on sales. The company paid all transportation and 
incidental traveling expenses of the coin counting machine sales- 
men. These salesmen were under control of the home office, which 
specified their itinerary and furnished lists of prospects. The 
company planned to sell the machines with the privilege of 30-day 
trial demonstration. 

The company had not advertised the coin counting machines in 
any publication, with the exception of the initial four advertise- 
ments in the general business magazine. The advertising manager 
did not plan to advertise the product nationally until the sales of 
the machine had reached a total large enough to justify the expan- 
sion of the sales organization to cover all the principal cities of 
the United States. He was of the opinion that the sales organiza- 
tion should be developed before any advertising was under- 
taken. One member of. the sales organization had urged that the 
company should advertise extensively in bankers’ magazines and 
business publications before a national sales organization was 
developed, since this would reduce the sales resistance and expe- 
dite the expansion of the organization. 


By the spring of 1926, the company had manufactured 100 
coin counting machines and had started a factory order for 150 
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more machines. It actually had sold 25 machines and had 50 
machines out on demonstration. 


CoMMENTARY: Among the issues which are presented in this case, 
comment will be made upon three: namely, (1) the question of seg- 
regating the sales force; (2) the applicability of mail distribution for 
the coin counting machines; (3) the use of manufacturers’ agents as a 
channel of distribution for such a device. 

Segregation of sales force. This case affords a clear-cut example of 
the desirability of segregation of a sales force when the products have 
markets among entirely different prospects and require different tech- 
nical equipment and training of the salesmen and different methods of 
sales promotion. The reasons for not using the packaging machinery 
sales force for the coin counting machine are outlined in the case; the 
markets for the two products were entirely different and the type of 
salesmen called for were different. The most efficient results un- 
doubtedly would be attained by having different salesmen for the differ- 
ent products. 

Selling direct by mail. Although the sale of these machines by direct 
mail methods was not impossible, the company could not have expected 
aggressive merchandising from such a method. As pointed out, several 
factors operated against selling direct by mail. In the first place, the 
price was high. Although numerous instances of sale of products of 
high price by mail have been recorded, high price of a product usually 
is a deterrent to marketing by mail. Moreover, this company was 
practically unknown among the people to whom it would attempt to sell 
by mail; patronage motives had not been developed. Other factors 
operating against the sale by mail were the need of instruction in the 
use of the machine and the desirability of offering repair service, when 
needed. 

A point of some significance concerning the furnishing of service for 
machines of this character is brought out in this case. The company 
had been successful in selling its small bottling machines by mail. 
That product was subject to mechanical maladjustments which might 
need correction. It is to be noted, however, that the bottling machines 
went into plants which usually had mechanics who could take care of 
the ordinary adjustments and repairs that were required. The coin 
counting machines, however, went into banks and stores where a per- 
sonnel equipped to repair the machines ordinarily was not present. In 
other words, the type of service that must be furnished for a mechanical 
product may depend not so much upon the character of the product 
itself as upon the type of purchaser. 

We may conclude that the decision not to attempt marketing this 
machine by mail was evidently well founded, because of the high price 
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of the machine, the technical character of the product, and the service 
which it required. 

Sales through agents vs. sales by own sales force. There is nothing 
unusual or especially significant in regard to the sale of this product 
by manufacturers’ agents. The product was not so technical nor did 
it require such extensive installation advice that it was rendered un- 
suited to sale by agents. Moreover, agents probably could have 
been relied upon to give the repair service that was required. It is 
probable, of course, that installation instruction and repair service from 
agents would not have been so satisfactory as that from a company 
controlled sales force. 

The market for this product appeared to be large enough, the unit 
of sale was of sufficient size, and the need of aggressive selling was such 
that the company probably could expect the best results by building up 
its own selling force. During the period of the development of its own 
sales organization, however, the use of agents in the more distant terri- 
tories was a possibility worth considering. 

It is to be noted that the so-called agents who applied to the com- 
pany for agencies for this product are not to be confused with the well- 
established manufacturers’ agents handling numerous products in the 
industrial marketing field. Most of those persons who applied for 
agencies were men without established connections, who apparently 
were looking for a job. The company could not expect as aggressive 
nor as systematic selling from such representatives as from a sales 
force which it could control. 


May, 1926 NS HSB. 


NeEYER Toot Company’ 
MANUFACTURER—GEAR AND WHEEL PULLERS 


SALES ORGANIZATION—Use of Salesmen by Company Previously Selling by 
Mail. Because of its declining sales volume, the company, which man- 
ufactured gear and wheel pullers and which sold directly by mail to 
distributors and users, considered employing salesmen to sell directly to 
users. The company decided to employ three salesmen, two of whom 
sold other lines as well. These men were able to secure few orders. 

Propuct ADAPTATION—Contacts with Users to Find Means of Improving 
Product. Because of its declining sales volume, the company, which 
manufactured gear and wheel pullers, decided to employ a man to 
visit users in order to discover means for making the pullers more 
satisfactory to the users. The company sold directly by mail, and hence 
had few direct contacts with its market. 


DISTRIBUTION CHANNELS—Reference of Inquiries and Orders to Distrib- 
utors. The company sold the gear and wheel pullers that it manufac- 
tured directly by mail to distributors without exclusive sales territories 
and also to users. It had been the company’s policy to refer all inquiries 
and orders from users to its distributors. In order to avoid unnecessary 
delays, and because large users preferred to deal with it directly, the 
company decided to fill directly all orders that it received and to refer 
inquiries to distributors only in territories where the distributors carried 
stocks of the pullers and were active in selling them. 


(1927) 


For 15 years prior to 1926, annual sales of the Neyer Tool 
Company had approximated $100,000 and net profits had in each 
year amounted to at least 20% of sales. In 1926, however, sales 
had decreased materially and net profits had been only 10% of 
sales. On the basis of sales during the first six months of 1927, 
sales for that year would not exceed $50,000. The Neyer Tool 
Company never had employed salesmen but in the spring of 1927 
it considered the advisability of taking that step. 

The Neyer Tool Company manufactured gear and wheel 
pullers in two styles. Each style of puller was made in four sizes. 
For one style prices ranged from $6 to $33, and for the other style 
from $9 to $50. The company also made special attachments for 
the pullers; list prices of these attachments ranged from $3 each 
to $20 each. Neyer pullers were universal tools, each one being 
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suited to a variety of uses. Some of the common uses were the 
removal of engine flywheels, electric motor pulleys, line shaft 
couplings, automobile wheels, timing gears, cams, propellers, uni- 
versal joints, and pinions. In many instances in which they were 
used, the pullers were not absolutely essential. They were con- 
venient and served to save time and to prevent damage to ma- 
chine parts. The special attachments which the company made 
had been developed in response to requests from customers. 
Among the attachments were extension jaws of various sizes, 
appliances for bending pipe, arbor press bases, and instruments 
for removing truck wheels. Sales of these attachments comprised 
only a small part of total sales. The company was convinced, 
however, that the potential market for the attachments was large. 
In the company’s opinion, many users of Neyer pullers without 
attachments could make effective use of various of the attach- 
ments. 

The pullers were simple in construction and most mechanics 
had no difficulty in using them properly without instructions. The 
special attachments required more ingenuity on the part of users. 
Several instances had come to the company’s attention of cus- 
tomers who were dissatisfied with the special attachments because 
they were not using them rightly. This also happened occasion- 
ally in the case of the pullers. The life of the company’s products 
was long. 

The largest users of the company’s pullers were garages and 
automobile repair shops. Ordinarily, about half the Neyer pullers 
that were sold were for use in this market. Other users of Neyer 
pullers were machine shops, mills, factories, and mines. In 
garages and automobile repair shops there were constant uses for 
gear and wheel pullers and many such firms needed several 
pullers. In factories, mills, and mines pullers were needed less 
frequently—in case of breakdowns, when new machinery was 
set up, and for various odd jobs. Ordinarily, each organization 
could make use of only one puller, with various attachments. 

Seventy-five per cent of the company’s sales were made to auto- 
mobile accessory wholesalers, hardware wholesalers, and supply 
firms; the remaining sales were made directly to users. The com- 
pany received few orders directly from garages and automobile 
repair shops. Most of its direct sales were made to factories, 
mills, and mines. In all there were approximately 500 distributors 
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who listed the company’s products in their catalogs. The Neyer 
Tool Company supplied distributors with electrotypes of its prod- 
ucts for their catalogs. It undertook to have its products de- 
scribed in the catalogs of as many distributors as possible. Listing 
the company’s products in their catalogs was the chief service of 
a sales nature that most of the distributors gave the company. 
About half of the 500 distributors carried no stocks of Neyer 
pullers. Orders which they took for those tools they sent to the 
company, and, in most instances, the company shipped the tools 
directly to the distributors’ customers. The other distributors 
ordinarily carried small stocks of Neyer pullers and attachments. 
The president of the Neyer Tool Company estimated that their 
average stocks of those tools amounted in value to about $200. 
The automobile accessory wholesalers usually carried no stocks 
of pullers in the larger sizes. 

Quickness in delivery often was important in the sale of pullers. 
Factories, mills, and mines, for instance, often did not place or- 
ders for pullers until a breakdown had occurred. Then, if a puller 
could not be obtained at once, the necessary work was accom- 
plished without the aid of that instrument. 

The company allowed its distributors a discount of 40% from 
list prices with a further discount of 10% from the amount of the 
invoice for cash by the fifteenth of the month following date of 
invoice. The distributors in turn customarily allowed their cus- 
tomers a discount of 20% from list. To users, the company gave 
a discount of 10% from list prices and also the 10% discount for 
cash. The company’s prices were adjusted to permit allowance of 
this large cash discount, and the president of the company stated 
that the discount had proved effective in securing prompt pay- 
ments from customers. In 1927 the company was offering no 
quantity discounts. At one time it had offered quantity discounts 
but it had discontinued them because they failed to increase the 
proportion of large orders received. Most of the orders which the 
company received were small and the president of the company 
deemed it impossible to induce customers to increase the size of 
their orders. 

Ordinarily, the Neyer Tool Company devoted 10% of annual 
gross sales to advertising. About half the advertising appropria- 
tion was spent for space in trade journals and about half for 
direct-mail advertising. In 1927 the company was advertising 
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regularly in the American Machinist and from time to time in 
other journals for the machine industries. Prior to 1925 the com- 
pany had advertised regularly in several automotive trade papers. 
It had discontinued that advertising, the president stated, chiefly 
because he had concluded that there was no outstanding trade 
paper which reached the whole automotive industry and the com- 
pany could not afford to advertise in a large number of journals. 
The number of inquiries received as a result of advertising in 
automotive trade papers had declined, moreover, as the number of 
those papers increased. 

The company circularized its distributors at irregular intervals. 
It also provided them with circulars, bearing their names, for dis- 
tribution to their customers. Beginning in 1925, the company also 
had circularized selected lists of potential users directly. It had, 
for instance, circularized 800 pulp mills throughout the United 
States. Outside of its immediate territory, the company did not 
circularize garages and repair shops directly but simply supplied 
its automotive accessory distributors with circulars for distribu- 
tion to their customers. The company addressed its direct-mail 
circulars in some instances to the purchasing departments of the 
potential customers and in other instances to the mechanical de- 
partments. In the case of the special attachments it was particu- 
larly important that the advertisements should reach the master 
mechanics, since they, and not the purchasing agents, could ap- 
preciate the usefulness of the attachments. 

At one time the company had followed a policy of referring all 
inquiries and orders to its distributors. This policy had been dis- 
continued for two reasons: it was the company’s experience that 
certain large firms preferred to deal directly with the manufac- 
turer; and it frequently had happened that when the company 
referred an inquiry to a wholesaler the wholesaler had no stock of 
the item required and delayed the customer while ordering from 
the factory. The company had decided to fill directly all orders 
which it received from users but to refer inquiries to distributors 
when the inquiries were from territories in which there were dis- 
tributors who carried stocks of Neyer tools and who were active 
in securing orders for those tools. In other instances the company 
answered the inquiries directly. 

For about 15 years after it had begun to manufacture pullers, 
the Neyer Tool Company had had little competition. In 1927, 
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however, there were more than 60 firms in the United States man- 
ufacturing gear and wheel pullers. Several of those firms were 
much larger than the Neyer Tool Company. Some competing 
pullers were more expensive than Neyer pullers and some were 
less expensive. No competing pullers, the president of the Neyer 
Tool Company stated, were of higher quality than Neyer tools or 
more satisfactory in service. Many competing pullers were single 
purpose tools, whereas a Neyer puller was a universal instrument. 

Several of the Neyer Tool Company’s leading competitors em- 
ployed salesmen to call on distributors and users and several sold 
by manufacturers’ agents selling one or two other lines. The 
Neyer Tool Company had been founded by a man who was a 
master mechanic and whose chief interest was in producing a use- 
ful tool of high quality. No salesmen had been employed in the 
beginning, although the president occasionally had made sales 
trips. During the 25 years that it had been in operation, the 
company had experimented several times with the use of manu- 
facturers’ agents. These experiments never had been successful. 

In the spring of 1927 the president of the Neyer Tool Com- 
pany was of the opinion that sales might be increased by the em- 
ployment of salesmen to call upon potential users. In the begin- 
ning the company would not expect to cover more than the seven 
or eight states in its immediate vicinity by means of salesmen. 

The most serious decline in the company’s sales had been in the 
garage and repair shop markets. The company ascribed the de- 
crease in sales in part to increased competition but chiefly to 
general business conditions. Buyers, the president stated, were 
curtailing their purchases as much as possible. 

In order for a salesman to sell directly to garages and repair 
shops it would be necessary, the president believed, for him to 
have stocks from which to make immediate delivery, since other- 
wise these potential users would tend to lose interest in the tool. 
Garages and repair shops, moreover, customarily purchased their 
equipment from automotive accessory wholesalers. It would be 
possible for the company to employ salesmen to solicit orders for 
wholesalers’ accounts. The company, however, deemed that too 
expensive an undertaking. 

While the company was deliberating as to the advisability of 
employing salesmen, a man who previously had been employed 
by the company and who was thoroughly familiar with the com- 
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pany’s products asked to be allowed to sell Neyer pullers on a 
commission basis to firms other than garages and repair shops. 
That man at the time was selling gas storage tanks for use by per- 
sons in ereas where electricity was not available for lighting and 
he expected to continue selling those tanks even if he sold Neyer 
pullers. The president of the Neyer Tool Company decided to 
let this man sell Neyer pullers, chiefly because he was familiar 
with them and was a competent salesman. On all sales which he 
made he was to receive a commission of 40% from list prices. 
The company would have no direct control over his activities. 

The company decided that it did not wish to encourage garages 
and repair shops outside of its immediate territory to order di- 
rectly from the factory. This was not so much because of the 
small orders which garages and repair shops would place as it was 
because of the difficulty of making collections from a large num- 
ber of small firms. 

For visiting garages and repair shops in its immediate terri- 
tory, the company decided to employ one salesman on a salary 
basis and one on a commission basis. The man receiving com- 
missions would be permitted to sell other lines as well. The other 
salesman was to solicit orders but his chief task was to ascertain 
uses which garages and repair shops had for pullers with a view 
to making recommendations for improvements in the company’s 
products. 

In the five months following their employment, both the man 
calling on users other than garages and repair shops and the man 
selling in those markets on a commission basis secured few orders. 
The salesman receiving a salary did not secure sufficient orders 
to pay his salary, but he obtained much valuable information as 
to the needs of the company’s actual and potential customers. 


CoMMENTARY: The experience of the Neyer Tool Company indi- 
cates that during its pioneer period the company did not adopt adequate 
means for safeguarding its position under competitive conditions. The 
company was the first to manufacture pullers and for 15 years it had 
the entire market to itself. By 1927, however, it had 60 competitors, 
some of whom were strong and powerful companies. From rgr1o to 
1925, or thereabouts, the company had enjoyed a steady and satisfac- 
tory volume of sales. Then within 2 years its sales declined 50%. 

These facts seem to indicate that the company had missed its op- 
portunities to entrench itself marketwise while in a dominant position. 
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The case probably has greater significance from that standpoint than 
from the standpoint of determining how the company could extricate 
itself from its hazardous position. 

The evidence in the case does not show conclusively what oppor- 
tunities were missed. The fact that the salesman employed to visit 
garages and repair shops secured valuable information regarding the 
product suggests that the company may have neglected opportunities 
in earlier years to make its product as well suited as possible to the 
needs of users. If this was the case, it very likely was the result of 
lack of broad personal contact with the market prior to 1927. 

The company’s advertising also may have been deficient in content. 
In fact, the same lack of contact with the market, to which reference 
has just been made, must have rendered extremely difficult the prepar- 
ation of effective advertising copy. Fifty per cent of the company’s 
market, furthermore, was in the automotive trade. Yet, in 1925, the 
company discontinued advertising in automotive trade papers, and the 
results, as reflected in the decline in the volume of sales, did not imply 
that the direct-mail circulars had proved to be an effective substitute. 
If the circulars were deficient, however, that probably was because of 
defects in their contents or in the methods of distributing them rather 
than because of any inherent weakness in that type of advertising. 

When we turn to the company’s methods of distribution, we find 
that it had sought to have its products listed in the catalogs of as many 
distributors as possible. Most of these distributors, however, exerted 
no positive sales efforts on Neyer tools and only one-half of the dis- 
tributors who listed the tools in their catalogs carried them in stock. 
Since many customers required immediate delivery, the listing of the 
tools without the carrying of stocks was of doubtful advantage. 

One segment of the company’s market was in mills and factories 
where the tools could be used for repair work. The demand from that 
source had been sporadic; potential users oftentimes had waited until 
the tools were urgently needed before placing orders. If immediate de- 
livery could not be secured, substitute methods frequently were em- 
ployed and sales were lost to the company. 

Tt does not seem that it was necessary to have permitted this de- 
mand to remain sporadic in character. In every factory emergency 
repairs have to be made from time to time, and the idea of prepared- 
ness for emergencies should have constituted a sales appeal on which 
sales could have been built so as to render the demand less sporadic 
in character. The fact that the tool and its attachments had multiple 
uses gave an opportunity for making this appeal more broadly than it 
could have been made by a manufacturer of a single-purpose tool. In 
garages and repair shops, furthermore, tools such as those made by the 
Neyer Tool Company were of such utility that they should have been 
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sold as regular shop equipment. From this analysis the conclusion is 
to be drawn that the company missed an opportunity to promote its 
products beyond the sporadic demand stage. 

When we turn to questions of distribution, it is apparent that the 
company could not economically have sold its products directly to 
users. This conclusion is based not only on the results of the com- 
pany’s experiments in direct selling, but also upon the characteristics of 
the demand. So long as much of the demand was sporadic, direct sale 
was not practicable. Even if the demand became regularized, moreover, 
the infrequency of repeat purchases and the rather small amount of 
the average unit sale were unfavorable to direct selling. 

Despite the impracticability of direct selling, educational sales 
effort, nevertheless, was needed. The tools were not indispensable to 
users. Their usefulness was not self-evident. And there naturally was 
a tendency for potential customers to defer action until an urgent need 
was felt, when perhaps it was too late to secure delivery. In these 
circumstances lay the opportunities for sales promotion. If the com- 
pany could not sell direct, then it had to rely on advertising and on its 
distributors to promote sales. 

So far as the distributors were concerned, by inducing every distrib- 
utor to list Neyer tools the company removed all incentive for any one 
distributor actively to promote sales. It seems to me that the company 
should have given careful consideration to a plan of selected distribu- 
tion whereby the distributors chosen to handle the tools would have 
been sufficiently protected from direct competition to induce them to go 
further in selling than merely to list Neyer tools in their catalogs. The 
company, furthermore, probably should have employed salesmen to 
visit the distributors periodically to make sure that each had adequate 
stocks, to guide them in promoting sales of Neyer tools, and to generate 
the interest which arises from personal acquaintance. At all events, it 
does not seem that the company was warranted in continuing to grant 
its regular discounts to distributors who were not carrying stocks of 
Neyer tools even though they listed those tools in their catalogs. 

This discussion of the company’s past experience leads to the con- 
clusion that the marketing methods needed to be changed. It was more 
difficult and more expensive to make these changes in 1927 than it 
would have been to adopt a permanently effective marketing plan be- 
fore competition became so keen. Nevertheless, the company was con- 
fident that a large potential market existed, and that would justify the 
adoption of an aggressive marketing plan, with products fully adapted 
to users’ needs, new sales strategy, revamped advertising methods, se- 
lected distribution, and personal salesmanship for dealing with 
distributors. 


November, 1927 MTEC 


NERLAN Company’ 
MANUFACTURER—TURRET LATHES AND PNEUMATIC TOOLS 


SALES ORGANIZATION—Segregation of Sales Force by Lines of Products. In 
order to reduce the cyclical fluctuations in its sales, the company, a 
manufacturer of turret lathes, began to manufacture a line of pneu- 
matic tools also. At first the company had the same salesmen sell both 
lines. Later, however, the company decided that it would be more 
economical and satisfactory to use separate sales forces; customers and 
buying habits for the two lines were different; different technical in- 
formation was required for each; and one line was much less expensive 
than the other. 


(1924-1927) 


The Nerlan Company was one of the largest manufacturers of 
turret lathes in the United States. Its annual sales volume gen- 
erally ranged between $2,000,000 and $4,000,000; in an average 
year sales of machines made up 62% of the total volume and sales 
of tools and attachments, 38%. Between 1915 and 1923, the sales 
volume as measured by labor-hours for three-month periods fluc- 
tuated so violently that the high point exceeded the low point by 
10 times. Fluctuations in sales as measured by dollars were even 
greater. In 1924 the company was offered the patent rights on 
an improved pneumatic tool. It decided to add this new line 
chiefly because it expected thereby to decrease the extreme fluc- 
tuations in sales. The company had to determine whether to have 
the lathe salesmen also sell the air tools or whether to establish 
a separate sales force for them. 

Turret lathes were designed to meet the needs of serie. 
ing companies which produced on a larger scale than job shops 
but which did not produce in such large quantities as to justify 
the use of single-purpose, purely automatic machinery. Turret 
lathes were capable of handling a great variety of work with low 
set-up time and were most economical when 5 to 500 pieces were 
made in duplicate at the same time. The company manufactured 
for its lathes several hundred tools and attachments which were 
used for drilling, reaming, turning, boring, chamfering, and cross 
facing, and also for chucking, bar, cross slide, and similar work. 





* Fictitious name. 
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The sales manager of the Nerlan Company estimated that there 
were in the United States about 12,000 possible customers for 
turret lathes; they were chiefly iron and steel manufacturers, 
automotive and airplane companies, railroads, shipbuilders, and 
glass manufacturers. In the East and Middle West the company 
sold directly to the users of lathes. It had established 11 district 
sales offices for this purpose. Stocks were maintained only in 
Detroit, where manufacturers were accustomed to immediate de- 
livery, and in Chicago, which was a purchasing center for many 
manufacturers in the Middle West. About $50,000 investment 
was represented in the stocks of each of these district offices. In 
some districts, such as Philadelphia, prospective customers usu- 
ally preferred to see the machines before purchasing; but local 
stocks were unnecessary because the company was able to show 
buyers Nerlan lathes in use at the plants of former purchasers. 

In the South and on the Pacific Coast the company sold through 
9 dealers, who either bought outright or sold on consignment. 
Stocks of these dealers ranged from $10,000 in some instances to 
$20,000 in others; larger stocks were necessary in the West, 
where shipments required several weeks for delivery, than at 
points nearer the factory. The dealers sold no competing lathes, 
but carried machinery of 15 to 20 other manufacturers. They re- 
ceived a commission or discount of 1244% of the prices to users. 
The expense to the Nerlan Company of furnishing demonstration 
and service salesmen in these territories usually amounted to 3% 
to 5% of sales. Total sales expense for the territories equaled 
18% of sales, not including home-office engineering expense and 
home-office overhead. 

The company employed 35 salesmen, all of whom had taken at 
least a 2-year training course in the plant. They were paid sal- 
aries, large enough for bare living expenses, plus commissions on 
sales above their quotas; the quotas and commissions varied ac- 
cording to the men and the districts in which they worked. Yearly 
earnings per salesman ranged between $2,400 for junior salesmen 
and $10,000 for the best senior salesmen, with an average around 
$6,000 or $7,000. 

Nerlan turret lathes were stated to be 10% to 15% higher in 
price than the machines of the company’s six competitors. The 
company’s prices, which were quoted f.o.b. factory, ranged from 
$545 per machine to $6,000 per machine. The best selling ma- 
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chines prior to 1923 were priced at about $1,500, but since that 
time somewhat more expensive machines were being bought more 
frequently; the great majority of orders received were for one or 
two machines. 

Negotiations for a sale usually involved several calls spread 
over a number of months; sometimes a year or more was required 
to consummate a sale. Relatively few prospective customers were 
familiar with the performance of modern turret lathes. The sales- 
men emphasized the durability and the accuracy of Nerlan lathes, 
the short set-up time required, and especially the increase in net 
profits which their use could effect. If a prospective customer 
wanted specific data as to rate of production and costs, blue prints 
and descriptions of the customer’s processes and materials were 
sent to the home office, where detailed and accurate engineering 
estimates were made. 

The company employed six service salesmen or demonstrators. 
All of them had at least a four-year apprentice course at the 
plant. Their main function was to demonstrate to customers’ 
mechanics, after the machines had been installed, proper methods 
of using the machines; usually this required two or three days for 
each new customer. Demonstrators also made repairs which were 
too complicated for the users’ mechanics or for the company’s 
salesmen. No charge was made for what was considered a reason- 
able amount of repair service unless the breakdown was clearly 
the fault of the user. Even then, however, if the user insisted it 
was not his fault, the company bore the cost. When a customer 
was charged for service, he was done so at the rate of $15 a day; 
but such cases were negligible. When lathes needed overhauling, 
they were sent to the Nerlan factory and completely reconditioned 
at the owner’s expense. Six to ten years without reconditioning 
was considered the normal life of a Nerlan lathe in constant use. 

The demonstrators traveled from the home office. The sales 
manager stated that central control of service was superior to 
direction from district offices, because under a centralized plan 
the time of the men could be utilized better and because the com- 
pany was in a better position to learn from the service men the 
experiences of its customers and the good and bad points about 
its machines. 

The Nerlan Company experienced decided year-to-year fluc- 
tuations in sales and profits. The periods of low sales volume 


222 HARVARD BUSINESS REPORTS 


were unusually long because, as the sales manager explained, de- 
mand for equipment was one of the first to decline in a period of 
depression and one of the last to revive during a time of expand- 
ing business. The volume of the company’s sales of tools and 
attachments for lathes, however, had shown much less variation 
than the sales of lathes themselves. Although the company was 
not able to obtain any figures on the sales of portable pneumatic 
tools, it was believed that sales of portable tools were not subject 
to serious fluctuations. In order to reduce variations in its own 
sales, therefore, the company began manufacturing, in 1924, a 
line of portable air tools for grinding, drilling, buffing, and sand- 
ing, to be used for heavy production purposes. It was thought 
also that the addition of this new line would make it unnecessary 
during periods of slack business in the lathe line to drop salesmen, 
designers, and other specially trained employees. 

It was decided to have the turret lathe salesmen handle the air 
tools. The lathe salesmen were good mechanics and could grasp 
the technical details of air tools with a few weeks’ study at the 
factory. Although no analysis of the various uses and the possible 
customers had been made, it was expected that the purchasers of 
turret lathes would become the chief buyers of air tools. The 
contact which lathe salesmen had would simplify introduction of 
the new line. It was expected, furthermore, that the time of the 
salesmen could be better utilized by having the two lines. 

After a short period of experimenting with construction of the 
air tools, the company introduced them to 75 or more manufac- 
turers with which it already had good connections. These com- 
panies were located in a relatively narrow area. It was antici- 
pated that their testimonials would be of substantial aid in making 
further sales. 

Among these first customers there was considerable complaint 
about the performance of the Nerlan pneumatic tools. Some of 
this dissatisfaction had been expected because the tools were man- 
ufactured in a new way and had not been tested in actual indus- 
trial use. But the company realized that it could have saved itself 
from much ill will if the tools had been introduced to a smaller 
number of users. Consequently, whenever the company intro- 
duced an additional type of air tool, it had one of its factory engi- 
neers spend several weeks in the plants of a number of customers 
experimenting with the new tool. Improvements were made ac- 
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cording to his suggestions and about 25 tools were made for sale 
in restricted territories. Results were carefully checked by sales- 
men, and if further improvements could be effected, designs of the 
tools were changed accordingly before the tools were produced in 
large quantities for general distribution. 

After a year or more the company decided to employ a separ- 
ate sales force for the air tools. The lathe salesmen were not prej- 
udiced against selling air tools; but the small unit of sale did not 
appeal to them, even though commissions on air tools were rela- 
tively higher. The average price of Nerlan air tools was about 
$120, which was slightly less than that of most of the tools man- 
ufactured by the company’s six or seven national competitors. 
Furthermore, the salesmen did not like to spend time in demon- 
stration; it was estimated that in 90% of the cases, the approval 
of the actual users of the pneumatic tools was necessary before 
works managers would give their approval. 

The attitude of mind of the lathe salesmen affected the sales of 
air tools in two other ways. In the first place, somewhat different 
personalities were required for selling the two types of equipment. 
Lathes were purchased by higher executives, such as superinten- 
dents, engineers, plant managers, and sometimes vice-presidents 
and presidents. A salesman ideally suited to sell to these men 
generally either did not like to negotiate with mechanics, foremen, 
and other minor plant executives, or could not negotiate with 
them very successfully. In the second place, the lathe salesmen 
had been accustomed to limiting their calls to companies which 
were reasonably good prospects. Because the gross margin on 
lathes was nearly always less than 20%, selling expense had to 
be watched with especial care; this expense, it was stated, had to 
be kept below 1234% in order to make operations profitable. On 
portable tools, however, the company obtained gross margins 
ranging between 45% and 55%. These wider margins allowed 
more promotional work; and because the air-tool business was in 
the developmental period, the sales manager encouraged a great 
number of calls even though he realized that many of them would 
not be immediately productive. 

The sales manager, therefore, considered that lathe salesmen 
were too high-grade men for air tools. Satisfactory air-tool sales- 
men could be given sufficient technical training in two or three 
months and could be employed for $3,000 or $4,000 a year. 
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Another reason for segregation was that the knowledge of the con- 
struction of the tools and their uses would become burdensome to 
the lathe salesmen as the line was expanded. 

Establishment of a separate sales force was considered advis- 
able for the additional reason that, contrary to expectations, lathe 
customers did not turn out to be the chief purchasers of air tools. 
It had been expected, for instance, that 70% of the grinders 
would be sold to lathe users, whereas it turned out that only 35% 
were sold to them; an even smaller percentage of drills were sold 
to lathe users. Nevertheless, the geographical location of the air- 
tool buyers was about the same as that of lathe users. The Ner- 
lan Company concentrated on the larger manufacturers because it 
anticipated that sales to them would be larger in proportion to 
effort; it was estimated that 90% of all tools of all manufacturers 
were sold to 10% of the buyers. 

By the winter of 1927, after the company had been selling 
small tools for several years, it had come to the conclusion that 
fluctuations in the sales of air tools did not vary much from those 
in the sales of turret lathes and attachments. Although the vol- 
ume of the air-tool business had been increasing greatly, it did 
not increase so rapidly as it should have, in the opinion of the 
sales manager. The volume in 1927 was 50% greater than in 
1926; but the sales manager believed that the increase probably 
would have been 100% if manufacturers in general had not de- 
creased the volume of their purchases of equipment in 1927. That 
the year 1927 was not so good as 1926 from the standpoint of 
equipment sales was shown by the fact that the company’s lathe 
business decreased appreciably during this period. 

The sales manager believed that it was possible that the sales 
volume of air tools might fluctuate even more widely than that of 
lathes. During periods of depression, manufacturers were desir- 
ous of reducing costs. It was relatively easy to show how turret 
lathes could do this. Processes performed with lathes were gen- 
erally standardized; the material worked on was relatively uni- 
form; time studies could be made with accuracy. But with air 
tools, on the other hand, the processes were performed on ma- 
terials less uniform; for instance, the time required for the same 
task on different castings of the same material would sometimes 
vary as much as 20% or 30%. Thus, a manufacturer who might 
be induced to buy a lathe, would not so likely buy new air tools; 
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he would probably keep the old ones in use until they were be- 
yond repair. 


CoMMENTARY: The primary objective of the Nerlan Company in 
adding pneumatic tools to its line was to lessen the fluctuations in its 
volume of sales. That objective was not attained. Such profits as the 
pneumatic tools yielded were direct earnings rather than a lessening of 
expenses incurred for the lathe business. 

The company did not accomplish its primary object because the 
fluctuations in the sales of pneumatic tools proved to be much the same 
as the fluctuations in the sales of lathes. Therein the company’s ex- 
perience coincided with that of the Glen Tool Company, whose sales 
of electric tools to large users showed heavy cyclical fluctuations.? 
This case is significant in the first place, therefore, because of the evi- 
dence that it furnishes regarding the effect of business depression on 
the demand for equipment. It logically is to be expected that purchases 
of new plant equipment should be curtailed more severely than the pur- 
chases of other commodities in periods of depression,? and this case 
supports that conclusion. 

The second point on which the company did not attain the results 
that it had anticipated was in economy in selling. Its attempt to have 
pneumatic tools sold by lathe salesmen was not successful. This ex- 
perience also was in accord with that of numerous other manufacturers.* 
The differences in the technical uses of the two types of equipment and 
the differences in the classes of customers for these types of equipment 
resulted, as usually is the case, in the segregation of the sales force. 

This case supports the general conclusion that when a new product 
is added to a manufacturer’s line, different in character from the prod- 
ucts previously sold, the new product should be expected to yield a 
profit on its own account. Unless a careful and thorough investigation 
has proved beyond reasonable doubt that the new product will bear a 
joint share of previous costs, it should be expected to carry a full load 
of marketing expense. 


January, 1928 M. T. C. 


?See Glen Tool Company, page 44. 

* Melvin T. Copeland, Principles of Merchandising, page 137. 

*Tinkham, Littell, Incorporated, 1 H.B.R. 352; for commentary, 2 HBR. 507; 
Fishback-Harris Company, 2 H.B.R. 114; American Locomotive Company, 3 
H.B.R. 149; Baxtam Machinery Company, page 233; American Conveyor Com- 
pany, page 226. 


AMERICAN CONVEYOR CoMPANY* 


MANUFACTURER—CONVEYOR SYSTEMS 


Sates ORGANIZATION—Segregation of Sales Force by Lines of Products. 
When the company, a manufacturer of cranes, began the manufacture 
of overhead monorail systems, it had the same salesmen sell both cranes 
and monorails. Because a different sales approach was needed for the 
two types of products and because the salesmen tended to concentrate 
their attention on the cranes, with which they were more familiar and 
from which they could obtain greater earnings, this method of selling 
was unsatisfactory. The company decided, therefore, to segregate its 
sales force and have different salesmen for the two lines. 


Sates ORGANIZATION—A gents Utilized in Preference to Direct Selling. The 
company, a crane manufacturer which had begun the manufacture of 
monorail conveyor systems, after two years’ unsuccessful experience with 
having the same salesmen sell both types of products, established a 
segregated sales force for selling the monorails. Because of the frequency 
with which the salesmen underestimated the cost of installing the sys- 
tems, the carelessness with which they made the installations, and their 
high traveling expenses and poor utilization of time, this method of sell- 
ing was unsatisfactory. The company decided, therefore, to sell its 
monorail systems by agents. 


(1919-1926) 


The American Conveyor Company, in 1919, began manufac- 
turing an overhead monorail system for hoisting and conveying 
loads weighing 4,000 pounds or less. The system was a combina- 
tion of rail, fittings, and carriers and was for use in warehouses, 
foundries, machine shops, textile and paper mills, and similar 
plants. The chief business of the company was the manufacture 
of cranes. The new line was added in order to utilize plant capac- 
ity made idle by the cessation of production of munitions. 

In the beginning the crane salesmen were required to sell the 
monorail systems also. After two years of unsuccessful experi- 
ence in having the same salesmen sell both lines, however, the 
company found it advisable to segregate the sales force. But the 
new method did not prove to be satisfactory either; so, in 1924, 
the company was again faced with the problem of changing its 
selling methods. 

In 1919 and 1920, when the monorail system was being intro- 

* Fictitious name. 
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duced, the sales volume was smaller and the losses were heavier 
than had been anticipated by the company. The sales manager 
attributed this chiefly to the policy of having the same salesmen 
sell both lines. In the first place, he pointed out that a different 
sales approach was needed for the two types of products. The 
uses and advantages of cranes were generally recognized. They 
were designed for loads of from 5 tons to 500 tons and usually 
were considered major equipment; they were erected under the 
plans and directions of engineers. The crane salesmen were sel- 
dom taken into the carrying problems of the users; therefore, 
they needed little technical knowledge beyond that concerned 
with the construction of the crane itself. Monorails, on the other 
hand, were designed to carry light loads. This system generally 
had to be adapted to buildings and methods of routing material 
already in use. The first job of a monorail salesman was to con- 
vince the customer that the monorail system was superior to the 
method of handling material then in use. His second task was to 
plan the erection and to estimate the cost of the system. About 
one-half of the customers wanted prices quoted installed, in which 
cases the final task of the salesman was to plan and supervise the 
installation of the monorails. The actual work of installation 
usually was done by local erection firms. 

The second reason for the low sales volume, in the opinion of 
the sales manager, was the natural tendency for salesmen to con- 
centrate their attention on the cranes, with which they were thor- 
oughly familiar and from which they could obtain greater earn- 
ings. Moreover, the chief purchasers of cranes, the largest group 
of which were steel mills and foundries, did not turn out to be the 
chief market for monorails, as the company at first had expected. 

The company therefore began putting on salesmen in 1921 
especially trained for the sale of monorails. By 192 3 it had estab- 
lished eight district sales offices in the chief industrial centers 
north of the Mason and Dixon line and east of the Mississippi 
River. In addition, two salesmen traveled from the home office to 
cover the South and the West. 

For each district office the company employed one salesman. 
He was allowed 714% commission on the invoice price of the 
monorails; the invoice price was the price at which the product 
was charged to the salesmen. Quotations on erected systems usu- 
ally exceeded those on the product f.o.b. factory by about 80%. 
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For erections, customers were charged 10% of the actual or es- 
timated cost. Of this, 714% went to the salesmen and 212% to 
the company. When the purchaser preferred to erect the system 
himself, the price quoted was the invoice price plus 712%. In 
such instances, the customers usually had an engineer from the 
American Conveyor Company supervise the erection; for such 
service a customer was charged $22 a day, plus the railroad fare 
of the engineer. The expenses of installations, of the salesmen, 
and of the operation of the branch offices were paid by the com- 
pany. 

Although sales in 1923 almost doubled those in 1922, and al- 
though the sales expense was less, a substantial loss was taken on 
the year’s operation. The sales expense was still considered ex- 
cessive, and in order to reduce expenses, the management believed 
that a change in selling methods or policies was necessary. The 
outstanding weakness of the method in use in 1923 was the fre- 
quency with which the cost of installing the systems exceeded the 
salesmen’s estimates. The actual cost sometimes was 507% greater 
than the amount estimated and charged the customer. It was 
natural for a salesman in his desire to make a sale to be optimistic 
about the cost of installation, especially since the cost was borne 
by the company and not deducted from his commissions. How- 
ever, the chief cause of discrepancies in the actual and estimated 
costs, the sales manager stated, was the carelessness and ineffi- 
ciency with which the salesmen planned the installations. The fol- 
lowing examples are typical of the costly errors made by the sales- 
men. In one case a salesman in erecting the rails overlooked a 
doorway in his plans and therefore had to change the position of 
the rails. In another instance, a wall was cut into a place behind 
which there was a beam; the salesman could have avoided this 
error by studying the blue prints of the building or by testing the 
wall. Frequently, the salesmen ordered the wrong size of hangers 
for the rails or made some other mistake in the order. Not only 
were such errors immediately costly to the company, but they 
resulted in dissatisfaction among the customers and hence re- 
duced the company’s chance of securing additional orders. Re- 
peat sales, moreover, were the most profitable type because they 
usually were made with little further sales effort. 

The management believed, furthermore, that salesmen’s travel- 
ing expenses were too high. Usually a sale required three months 


AMERICAN CONVEYOR COMPANY 229 


from the time of first approach to receipt of order. During the 
period of negotiation, four or five trips frequently had to be made 
to the plant. With large territories to cover, these trips were 
naturally costly. 

The salesmen added to traveling expenses and utilized their 
time poorly by failing to concentrate their attention upon one or 
two localities at a time. Realizing that the large size of their terri- 
tories was, in part, the cause of their heavy expenses, some of the 
salesmen obtained agents to aid them in covering the market. 
During 1923 and 1924, ten agents were employed. The agents 
were engineers who generally had been selling allied equipment. 
They bought the monorail equipment and did the installing on 
their own account. 

The men who determined the purchase of such equipment as 
the monorail systems were factory superintendents, chief engi- 
neers, and production managers. The salesmen of the American 
Conveyor Company experienced little difficulty in reaching these 
men. A typical size order was between $2,000 and $3,000, falling 
in a range of from $100 to $50,000. In 1923 typical sales of a 
conveyor salesman were about $25,000 as invoiced by the com- 
pany. The typical expense per salesman varied from $8,000 to 
$10,000. 

There were two major alternative changes which the company 
was considering making in 1924. One of the officers of the com- 
pany thought that the difficulty of inefficient and expensive instal- 
lation could be eliminated by putting the salesmen on a salary, 
by more careful control, and by redistricting their territories. The 
sales manager, on the other hand, thought that it would be better 
to have agents who operated on their own account in a manner 
similar to that then practiced by the agents employed by the 
salesmen. 

The company decided, in 1924, to adopt the policy of selling 
by agents. By this method the company was able to rid itself 
of the outstanding weakness found in the old method. By the 
end of 1926, the new plan was in full operation. According to 
this plan, the territory north of the Mason and Dixon line and 
east of the Mississippi River was divided into 125 districts. The 
company discontinued selling outside of this territory except in 
special cases, because business in distant places had been obtained 
at a loss and because it wished to concentrate its efforts. The 125 
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districts were determined from data obtained from United States 
Census reports which gave manufacturing companies by counties. 
A district averaged about 2,000 plants, but varied according to 
local conditions. In these 125 districts the company had 62 
agents, all of whom had had some training in engineering. They 
usually had been selling installation goods. It was required gen- 
erally that they have some capital of their own, but the company 
agreed to finance a number of promising agents. Each agent 
established his own office, but in the name of the American Con- 
veyor Company. A majority of them handled the American con- 
veyors alone; and in cases where they handled allied products, 
these products were incidental to the conveyors. The agents re- 
ceived a payment equal to 20% of the factory invoiced price on 
the main items, such as the rails and carriers; on small items such 
as hanger rods, clamps, and buckles, 20% was allowed when pur- 
chased in standard packages and 10% when purchased in broken 
lots. With these payments and the commissions obtained from 
the customers for erecting the conveyors, the agents were ex- 
pected to pay all expenses as well as their own salaries. A major- 
ity of the agents carried stock, averaging between $1,000 and 
$2,000. 

Before employment, agents were required to take a week’s 
training course at the plant at the expense of the company. In 
addition, there were 27 salesmen employed by the agents who also 
took this course. Agents were required to make daily reports, 
giving the names and addresses of the companies and of the offi- 
cers approached, and indicating at the same time companies to 
which estimates had been submitted. From these reports the 
company was able to build a valuable mailing list; in 1927 the 
company had 30,000 names on its list. The agents were given 
sales quotas based on the number and size of companies in their 
districts. The quota was set low, so that with reasonable effort 
and efficiency it could be exceeded. 

Prices were printed in the catalogs which were provided for 
customers. A printed discount sheet was furnished to anyone 
upon request. The practice of publishing a uniform price for each 
item was thought to induce confidence among the company’s cus- 
tomers. 

The 125 districts were divided into 10 “contact” districts and 
were supervised by 7 contact salesmen whose function was to 
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stimulate the agents and promote sales. Most of the contact men 
had been district salesmen under the old system. They were paid 
salaries plus commissions on all sales in their districts. They re- 
ceived 1% commission on sales made in highly developed dis- 
tricts, 2% in districts where the sales were under the quota, and 
39% in undeveloped districts. A contact man’s commissions fre- 
quently amounted to $300 or $400 a year. 

Advertising expense was about 5% of sales. In 1926 one-third 
of the appropriation was spent for trade publications and two- 
thirds for direct mail; this proportion was just the reverse of that 
in 1923. 

The new method of distribution proved more profitable to the 
company than the old method and gave the customers few causes 
for complaint, either as to promptness or manner of installation. 
The sales volume in 1926 was almost $750,000, or practically 
four times that in 1923. The selling expense was 12% of sales, 
which represented a great reduction. Furthermore, the company 
was able to reduce its prices almost 50%, chiefly because of the 
improved marketing methods and because of the advantage of 
large-scale production and standardization. 


CoMMENTARY: This case provides an example of the problems 
which arise when a manufacturer adds a new product to utilize excess 
plant capacity, without carefully ascertaining in advance the marketing 
methods to be used. The company in this instance achieved notable 
success with its new product, but it could not adhere to its original 
marketing plan. In this case the new product was accessory equip- 
ment which found a large market in factories already constructed. 

The poor showing of the sales of the new conveyors in 1919-1920 
was not to be attributed, of course, solely to the attempt to have the 
crane salesmen sell conveyors; after the crisis of 1920 the purchases of 
new equipment by manufacturers generally were severely restricted. 
Nevertheless, the segregation of the sales force for the two types of 
products was inevitable, if the best results were to be attained. Con- 
trary to the company’s early expectations, it was discovered that the 
chief market for conveyors was not among the firms to which the com- 
pany sold cranes. The technical problems in selling cranes, further- 
more, were different from the technical problems in selling conveyors. 
For selling cranes, the salesmen needed, chiefly, a knowledge of the 
machines themselves and of their potential performance; whereas for 
selling conveyors, the major requirement was that the salesmen should 
be capable of understanding the adaptability of the conveyor to the pe- 
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culiar conditions in each prospective customer’s plant. These differ- 
ences, which could have been foreseen, resulted in the establishment 
of the separate sales force for conveyors. 

The experience of the company which led to the supplanting of the 
conveyor salesmen by agents, shows the difficulty of controlling non- 
standardized tasks in selling where direct supervision is impossible. The 
company’s decision to shift from salesmen to agents seems at first to 
run counter to the decisions of several other companies to change 
from agents to salesmen.? No real conflict is involved in these deci- 
sions, however, because of the differences in conditions; the American 
Conveyor Company’s customers usually desired to buy the equipment 
at an installed price, and each installation presented special problems. 

Whether the methods adopted by the American Conveyor Company 
are the only means of solving satisfactorily such a problem as this, it 
is not safe to venture an opinion. At all events the company’s methods 
were successful after the change to the agency plan. It is to be noted, 
nevertheless, that the company retained greater control over its agents 
than often is the practice; it required them to take a training course 
and to make detailed daily reports of their activities. 

The agency plan was adapted to the sale of conveyors for installation 
in plants already in operation. Eventually, however, the company’s 
market probably will change to one in which sales are made chiefly for 
new construction and for replacements. Whether the agency plan will 
be as well suited for that type of market remains an open question. 


January, 1928 Mots Cc: 


For example, see Stetlow-Carroll Company, 3 H.B.R. 37, and Paley Truck 
Company, page 252. 


Baxtam MACHINERY CoMPANY* 


MANUFACTURER—MACHINE TOOLS, SMALL TOOLS, GAUGES 


Sates ORGANIZATION—Segregation by Lines of Products. Chiefly because 
of the technical knowledge required for satisfactory sale of its products, 
the company, which manufactured and sold machine tools and small 
tools and gauges directly to users, segregated its sales organization, 
having one group of salesmen sell machine tools and another group sell 
small tools and gauges. The markets for the two groups of products 
were, in the main, identical. Different officials in the customers’ or- 
ganizations, however, determined purchases of the two groups. 


(1928) 


The Baxtam Machinery Company, a large manufacturer of 
machine tools, small tools, and gauges, unlike many of its com- 
petitors followed a policy of direct sale to users exclusively. For 
this purpose, the company maintained 14 branch offices in leading 
industrial centers in the United States. 

From the marketing point of view, the company regarded its 
business as divided in two parts: machine tools, and small tools 
and gauges. The potential customers for both groups of products 
in most instances were the same firms. Nevertheless, the execu- 
tives were of the opinion that the two groups of products should 
be sold by different salesmen; and the sales organization was set 
up to allow for this duality. 

All the products of the Baxtam Machinery Company were of 
high quality. The machine tools, sales of which comprised about 
half the company’s total sales volume, included grinders, millers, 
lathes, drillers, die sinkers, centering machines, vertical shapers, 
profilers, and jig borers. Each class of machine included several 
types and was made in a variety of sizes. These machines were 
precision instruments and were designed to give extreme accuracy. 
One type of jig borer produced by the company, for instance, 
would locate bores and check diameters to one ten-thousandth of 
an inch. 

The following quotation from the company’s catalog indicates 
the variety of technical points involved in a single machine—in 
this case a jig borer. 


Fictitious name. 
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DISTINGUISHING FEATURES OF THE BAXTAM JIG BORER 


1. Locations to ten-thousandths are made by end measures, 
inside micrometers, and dial indicators, measuring devices which 
are in common use in every shop and known to every mechanic. 


2. Dimensions are set on the machine exactly as they appear 
on the drawings to which the operator is working. 


3. Measuring devices have no connection with table tra- 
versing screws; therefore errors in screws, wear, or backlash do not 
affect accuracy in locating. If either slide is moved, no matter 
how slightly, the amount shows immediately on the indicators. 


4. The Baxtam Jig Borer is a perfect, quick measuring ma- 
chine for inspecting and checking work done on other machines. 
The measuring instruments can be checked for accuracy at any 
time. 


5. The verticaleconstruction is ideal for precision work. The 
direct thrust of the cutting tools is taken upon a horizontal table 
supported by a heavy, rigid bed. Work holding is simplified and 
visibility exceptionally good. 

6. The spindle head is mounted on a single slide with broad 
bearing surfaces and with a gibbed narrow guide to maintain accu- 
rate vertical alignment. This construction gives no chance for 
error in raising or lowering the head. 


7. The spindle quill has a 9-inch travel, which permits boring 
deep holes or holes on different planes without disturbing the slide. 
Long bearings of ample diameter are far apart to assure accuracy. 


8. Belt drive to the spindle is very smooth—the actual spindle 
drive is through special mounting which eliminates all belt pull on 
the spindle itself. 


9. The spindle feed is continuous, which is admitted to be the 
best type for the fine finishes required in precision work. 


10. The single pulley, constant speed drive is very flexible. 
- Gear boxes control the various speeds and feeds. It is an easy 
matter to arrange for motor drive. 


The specifications given for one of the company’s lathes were: 


SPECIFICATIONS 
Range 
Length of :bed :oscng tw ents sees tere hale tiefeue siete aes 
Center distance, maximum........... Eliecpeles cislauietine 20 
Swing over bed, with compound elevating rest..........1134” 
Swing over carriage, with compound elevating rest...... 74" 
Steady rest capacity ut te Wieanw niente ee ee eee 244” 
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Follow rest capacity..........- SPS ea ratav si yipale ee ale foreiehe 214” 
Tools post, takes) 100] 2s tcsic s+ <i claws since sce =< Da 
Collet sCADACTL ymnt ae ee Sercrvomte sacl eieiale se as sats eis Ss 8 Iylx SR” 


Taper attachment, graduated in both degrees and inches, will 
turn in any position on bed, maximum taper 20 degrees in- 
cluded angle 12” long. 


Headstock Spindle 


Bearings, cylindrical, front ..... Artec et ERE Pier 
Bearings, cylindrical, rear.....eeeeessceceeeeess Tis’x 24” 


Boxes, cast iron, lined with babbitt, adjust- 
able for wear. 
Hole through spindle. ..........ceeeceeceeereeeeees eee 
Taper hole in spindle collet, No. 6 Jarno. 
Front end, conical, hardened and ground; thread, 
CUAIMCLEr Neeteta cee cee ciee Shee eae eed oie Misresecer ste 234” 
6 pitch, U.S. F. 


Tailstock Spindle 


Diameter ........ Se Ee ina eae etn ies ore neces aes 134” 
Travel Warne ene & Srsie ee ho coe 9 rang at ee oie) Hae aeosin etree reveue Span 
Taper hole, No. 6 Jarno. 

Feeds 


Carriage longitudinal, 6; per revolution of spindle, .00212” to 
0157”. Transverse feed, hand only. Micrometer dials gradu- 
ated in thousandths. 


Speeds 
Spindle speeds, back gears in (5) T.P.M.. cecccscees to to 59 
Spindle speeds, back gears out (5) I.p.M....-.++++-. 79 to 461 
Cone, 5 steps, diameters, maximum and minimum 74" and 278” 
Pulleys, counter friction. ........-.eeeeeeeereeeees 8x3 
Belt width, cone.........sesescercccscscscssesseess 14” 
Belt width, counter friction pulleys.....-+-+.-++e++++-- eye 
Countershaft speed, r.p.M.....---+ see eeeeeccre er cecces 180 
Countershaft speed, r.p.m. (reverse)....--+++-e+eeeeees 250 

Threading 


English lead screw, 6 pitch acme, will cut English threads 14 
to 156 pitch, including 114 pitch; also metric threads, 13 to 
.25 mm. P., including .75 and .go mm. P. 

Metric lead screw, 4 mm. P., will cut metric threads, 13 to 
25 mm. P., including .75 and .go mm. P. and English 
threads, 134 to 39 pitch, including 114 pitch. 

FIGOL ES POCGR vee aise alot ecireere saan eoa se ees ed 16% 2 meres 
In addition to being familiar with the technical features of the 


machines themselves, it was necessary for the salesmen to under- 
stand the special needs of the prospective customers. The ma- 


236 HARVARD BUSINESS REPORTS 


chine tools were used under diverse circumstances and upon 
various materials, so that each sale involved new problems. Com- 
petition in the sale of machine tools was keen and, in most in- 
stances, it was necessary for the salesmen to demonstrate to the 
users that the performance of Baxtam machines was such as to 
give lower production costs, with accuracy, speed, and all other 
factors taken into consideration, than could be obtained from 
competing machines. Baxtam machines in general were higher 
in price than competing tools, and the fact that they could not 
be sold on a price basis made the technical knowledge and service 
of the salesmen of particular importance. Single machines with 
regular equipment ranged in price from $500 to $10,000. Special 
attachments for a machine increased its price by one-third or 
more. 

Baxtam small tools and gauges also were products of high 
quality, and consequently were higher in price than most com- 
peting instruments. The small tools included taps, dies, screw 
plates, milling cutters, reamers, punches, drills, and miscellaneous 
tools such as taper pins, lathe mandrels, hand chasers, and form- 
ing tools. Each type of small tool included a dozen or more 
varieties and was made in a large number of sizes. Among the 
gauges were cylindrical plug and ring gauges, adjustable snap 
gauges, thread plug and ring gauges, and special gauges for fire 
hose couplings. In addition, the company made a line of small 
measuring machines. Orders for small tools and gauges ranged 
from a few dollars to several hundred or even, in some instances, 
to several thousand dollars. 

The executives of the Baxtam Machinery Company were of 
the opinion that technical knowledge was required for selling the 
small tools and gauges no less than for selling machine tools. 
The general manager remarked that some people might look upon 
a tap as merely a tap but that such was far from being the case. 
The tap should be suited to the kind of work upon which it was 
to be used. In its catalog on small tools, the company, for in- 
stance, said of one of its styles of taps: 


The cut shows the principle of the Interrupted Thread in the 
omission of each alternate tooth, so that each of the teeth is fol- 
lowed by a space, and vice versa. This arrangement gives a free- 
dom of action to each tooth that is impossible otherwise. 

In tapping holes in material such as copper and boiler sheets, 
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the tendency with the standard form of tap is to tear the threads 
that are being formed, owing to the wedging action of the cutting 
teeth and the lack of resistance offered by the metal to the pres- 
sure of the continuous row of cutting edges; the chips are carried 
forward in a mass in front of the cutting teeth, and unless the tap 
is frequently reversed and this mass of chips broken off, the thread 
will either be mutilated or the tap itself broken. 

In tapping out a given size hole the interrupted thread tap 
removes the same amount of stock as the standard tap, but actual 
practice shows that the resistance is from 30% to 507% less. This 
would indicate that the greater resistance with the standard form 
of tap is caused by friction, which is more destructive to the tap 
than the wear due in the actual cutting operation. 


The same need for special knowledge was also true of the other 
small tools and of the gauges. A gauge suited for use in meas- 
uring parts made of a relatively soft metal, for example, was not 
suitable for use on parts made of very hard metal, where the 
wear upon the gauge would be severe. 

All manufacturers working with metal were potential customers 
both for the company’s machine tools and for its small tools and 
gauges. Among the users were manufacturers of automobiles, 
manufacturers of typewriters, sewing machine manufacturers, 
and manufacturers of machines and machine parts. Although a 
majority of the users of one group of the company’s products 
also were users of the other group, the two markets were not 
entirely identical. Railroads, for instance, used Baxtam small 
tools but did not use Baxtam machine tools. Hardware retailers 
and automobile repair shops also were potential customers for 
the small tools but not for the machine tools. The company, 
however, did not cultivate those markets assiduously, inasmuch 
as they generally demanded a lower grade of product. Not only 
were the markets for the two groups of Baxtam products, in the 
main, the same, but the small tools often were used in conjunc- 
tion with the machine tools. 

Sales of small tools and gauges ordinarily were negotiated 
through the purchasing agents of the buyers’ organizations, but 
usually it was the plant superintendents or work managers who 
specified the type and make of items to be purchased, and it was 
these individuals whom the Baxtam salesmen for small tools and 
gauges undertook to interview. The machine tools, on the other 
hand, were major items of equipment and the general operating 
executives in the customers’ organizations were interested in 
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their purchase. Stocks of small tools and gauges, but not of 
machine tools, were carried at the branch offices. 

At its 14 branch offices, the company maintained 30 salesmen 
for machine tools and 40 salesmen for small tools and gauges. 
At each of the branches there was a branch manager responsible 
for the sales activities in his branch territory. At each of the 
10 most important branches there was an assistant branch man- 
ager in charge of small tools and gauges. The assistant manager 
was directly responsible to the manager but was permitted to 
supervise the activities of the small tool and gauge salesmen 
with little interference from the manager. The salesmen were 
paid small salaries and were given commissions on sales in their 
respective territories. Out of their commissions they paid their 
own expenses. In addition to their salaries and commissions the 
salesmen were paid bonuses based on their achievement of sales 
quotas which were set for them. The compensation of the sales- 
men selling machine tools and that of the salesmen for small 
tools and gauges was, in general, the same. The branch man- 
agers receive a small commission on all sales made in the branch 
territories. 

In addition to its salesmen the company had five service men, 
who were expert mechanics. These men were all employed for 
work on machine tools, as the small tools and gauges did not re- 
quire service. The service men traveled from branch to branch. 
They supervised installations whenever such supervision was 
needed and were prepared to visit customers in case of serious 
trouble with a Baxtam machine. 

At the company’s main office there was a general sales man- 
ager and, under him, a sales manager for small tools and gauges. 
The general sales manager himself directed the sales activities of 
the machine tool department. The salesmen made daily reports 
on calls to the branch managers, and those managers, in turn, 
made reports by letter to the managers at the main office. No 
schedule or forms were set for the reports of the branch managers. 
Most of the detailed work of sales force control was carried on at 
the branches. 

Advertising for both groups of products was carried on by 
the company’s advertising manager. The company used trade 
papers extensively. It also advertised directly by mail and ex- 
hibited at conventions and machinery exhibits. About 1% of 
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gross sales was devoted to advertising. This amount was divided 
approximately equally between the two groups of products. On 
its direct-mailing list for each group of products there were the 
names of 13,000 firms; most of the firms were the same on both 
lists. The mailing list included more firms than the salesmen 
called upon. 

The company’s chief reason, it was stated, for separating the 
sales forces for the two groups of products was the technical 
knowledge required for the sale of those products. The execu- 
tives deemed it inadvisable to burden a salesman with too many 
diverse lines. In addition, there was the further fact that entirely 
different groups of individuals in the customers’ organizations 
were interested in the purchase of the two types of products. 
Small tools and gauges, furthermore, were purchased at more 
frequent intervals than were machine tools. The general manager 
also pointed out that a salesman for one group of products in his 
calls might find leads for a salesman of the other products. 

The technical knowledge required by the salesmen also was a 
reason for selling directly. The company at various times had 
considered the practicability of using machinery supply firms 
and other distributors to replace or supplement its direct selling. 
If distributors were secured for the small tools and gauges it was 
likely that they would cover the market among hardware re- 
tailers and repair shops more thoroughly than it could be covered 
by the company’s existing organization. The company had con- 
cluded, however, that distributors would require assistance from 
the company anyway and that sale through distributors would 
prove more costly than direct sale in view of the results. The 
company was of the opinion that its steadily increasing and profit- 
able business justified its policies of direct sale and of segregation 
of its sales force. 


CommeEnTARY: ‘The reasoning by which the Baxtam Machinery 
Company reached its conclusion to segregate its sales organization was 
clear-cut and conclusive. Although the same companies largely bought 
both machine tools and small tools and gauges, the same executives 
within the customers’ organizations did not customarily determine the 
purchases of both groups of products. There was, therefore, in effect 
a differentiation in the markets for the two groups. The company was 
selling its products on a performance basis and technical salesmanship 
was required. This was better obtained by segregating the sales organi- 
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zation. Finally, there was a difference in the frequency of purchase of 
the two groups of products, and therefore the routing requirements 
were not the same for both groups of salesmen. This company had a 
well-conceived marketing program. 


February, 1928 Mar. CG; 


SympoL Etectric Company’ (B) 
MANUFACTURER—MOTORS AND WELDING EQUIPMENT 


Sates ORGANIZATION—Combined Form Utilized in Preference to Segregated. 
After it began to manufacture electrical welding equipment, the com- 
pany, whose chief product previously had been electric motors, used 
different salesmen for the motors and for the welding equipment. Later, 
however, as the need for demonstration and instruction in the use of the 
welders became less, the company, in view of the fact that the markets 
for the two lines overlapped to a large extent, decided to have the same 
salesmen sell both lines. 

(1919) 

In 1913 the Symbol Electric Company, which had been man- 
ufacturing electric motors for more than a dozen years, developed 
a line of electrical welding equipment which found its primary 
market as manufacturing equipment among manufacturers of 
iron and steel products and its secondary market as equipment 
for repair work in repair shops and marine dry docks. By 1919 
the company had 10 branch offices in the middle-western and 
eastern sections of the United States north of the Ohio River. 
The sales force of the company was segregated by products, that 
is, there was one salesman at each branch for motors and another 
for welding equipment. Early in 1919 it was recommended that 
the company should combine the sales forces so that each sales- 
man would represent both motors and welders. 

The company sold its products through branches in the middle- 
western and eastern parts of the United States and through supply 
firms with exclusive territories in the southern and western terri- 
tories. About 75% of the company’s sales of motors were made 
to about 50 manufacturers of machinery and hoisting equipment 
who resold the motors as a part of their equipment. The remain- 
ing 25% of motor sales were made to users such as factories and 
‘mills or to machinery dealers, mill supply firms, and repair shops 
which stocked motors to meet requirements of customers. Weld- 
ing equipment was sold to manufacturers of iron and steel prod- 
ucts for use in their manufacturing processes and to factories and 
repair shops which used such equipment in repair work. Unit 

1 Fictitious name. See also Symbol Electric Company (A), (C), and (D), 
pages 159, 494, and 516, respectively. 
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prices of welding outfits ranged from $600 to $30,000 and unit 
prices of motors ranged from $50 to $2,000; the motors ranged in 
size from 4 horse power to 150 horse power. 

The line of electric welders which had been developed after 
1913 required educational sales efforts, demonstration, and repair 
service. Factories which were prospective purchasers ordinarily 
did not have among their employees men who were familiar with 
electric welding equipment. The company therefore had trained 
a salesman for each branch office to demonstrate the use of the 
welders and to instruct operators. The welder salesmen and 
motor salesmen at each branch occupied the same office but 
worked separately. The salaries of motor and welder salesmen 
ranged from $150 per month to $400 per month, depending on 
length of service with the company and sales ability. 

Motor salesmen were expected to maintain cordial relations 
with the manufacturers in their territories who purchased motors 
as equipment for resale. Some of those firms entered into annual 
contracts with the Symbol Electric Company to purchase all the 
motors required during the year to equip the machinery which 
they manufactured. Others purchased Symbol motors to equip 
certain machinery and competitors’ motors to equip the remainder. 
Those manufacturers sometimes ordered for outright purchase a 
definite number of motors. In other instances the Symbol Electric 
Company shipped to them on consignment a few motors in each 
standard size and replenished this stock as the resale manufac- 
turers drew from it. Symbol Electric Company motor salesmen 
were available to offer advice on application of the motors to the 
machines and to provide for exchange or repair of defective 
motors. The motor salesmen also visited factories and mills 
which were prospective customers for motors as plant equipment. 
Competition in electric motors was keen; a motor salesman had 
to encounter the competition of over 25 other motor manufac- 
turers on almost every sale. Competing companies frequently 
could quote lower prices; accordingly, Symbol motors had to be 
sold on the appeal of their special features. 

The company, prior to 1919, sold its electric welders at prices 
which covered the expenses of a seven-day free demonstration 
and instruction period to which any purchaser of a Symbol welder 
was entitled. During the first few years after the introduction 
of electric welders, the welder salesmen spent approximately 50% 
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of their time in demonstration and instruction. As competing 
companies began to make electric welders and as the uses of 
electric welders became better known, the need for instruction 
with each sale decreased. The use of welding in shipbuilding and 
repair work during and after the participation of the United 
States in the World War gave welding widespread publicity. An 
increasing body of skilled electric welder operators became avail- 
able in manufacturing centers, so that a manufacturer who wished 
to purchase an electric welder could employ an operator without 
much difficulty. The need for demonstration and instruction on 
welders was expected to continue to decrease as more electric 
welders were used and more operators became skilled. 

The officials of the Symbol Electric Company recognized that 
the use of a segregated sales force resulted in some duplication 
of sales efforts and traveling, since many of the prospective cus- 
tomers for motors were prospective purchasers of welders and 
vice versa. Although most of the 50 manufacturers who equipped 
their products with Symbol motors were prospective users of 
welders, they constituted only a small portion of the potential 
purchasers of welders. Of the other motor customers of the 
Symbol Electric Company perhaps 50% to 60% were prospects 
for sales of welding equipment. The prospective customers for 
welding equipment, on the other hand, practically were all pros- 
pects for motor sales. The executives, such as general managers, 
engineers, and production superintendents, upon whom motor 
salesmen called were also the executives to be interested in weld- 
ing equipment. It frequently had been necessary, however, for 
the welding salesmen before completing a sale to demonstrate 
and discuss the welders with additional interested persons such as 
foremen and skilled operators. The company employed two or 
three technical experts to assist the welder salesmen on special 
orders and to advise on new applications of welding. 

The company, in the latter part of 1919, decided to combine 
the sales forces so that the two salesmen at each branch would 
sell both motors and welders. A few salesmen at first protested 
at having to become familiar with both lines, but they soon were 
able to learn the technique and sales appeals for both welders 
and motors. The company changed its selling terms on welders 
so that the prices quoted did not include free demonstration and 
instruction. A customer could obtain instruction by paying a 
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separate charge for the time spent by a service man or salesman 
in such work. A majority of the customers after 1919 did not 
request instruction. Largely through eliminating the free instruc- 
tion period and economizing by combining the sales forces, the 
Symbol Electric Company was able to reduce its prices on electric 
welders 35%. By 1925 only a small amount of service on either 
motors or welders was requested by customers. Salesmen spent 
most of their time in sales efforts and when customers reported 
trouble with a motor, for example, the branch office hired a man 
from a local electrical repair shop to investigate and the salesman 
appeared only when the repair man was unable to solve the diffi- 
culty. If the trouble was purely the fault of the customer, the 
Symbol Electric Company sent the repair bill to the customer. 
More often, however, the company absorbed the repair cost, par- 
ticularly if any doubt existed as to where the fault lay. 


CoMMENTARY: This case supports the thesis that generally it is 
advisable for a company with more than one line of products to sell 
through a nonsegregated sales force when the persons upon whom sales- 
men call are, in large part, prospects for the different products of the 
company.? In this case, by having all salesmen handle both motors and 
welders, the company centered representation in one man who kept in 
touch with the needs of customers for both types of products. By so 
doing, buying executives were not confused or bothered by having two 
representatives of the Symbol Electric Company call, and in turn the 
Symbol Electric Company was able to economize time of salesmen. 

Both lines of products manufactured by the company were highly 
technical in character, but apparently not so highly technical that a 
salesman could not master both. When a sale required a high degree of 
knowledge upon the application of the products, the company’s special- 
ists could be called to the aid of salesmen. 

Undoubtedly there had been more reason for segregation of the sales 
force prior to 1919, when a large amount of educational work, installation 
advice, and service had to be offered in the sale of electric welders. With 
the increase in knowledge on the part of manufacturers of the possibili- 
ties of electric welding and the growth of a force of workmen to handle 
welding apparatus, however, the need for such extensive missionary 
work on the part of salesmen was reduced. Accordingly, it became 
preferable to have the same salesmen keep in touch not only with the 
needs of the customers for welders, but for motors as well. 


July, 1926 N. H. B. 
*See also Circle Auto Supply Company, 3 H.B.R. 167. 


Munro-Ciirr Company’ 
MANUFACTURER—PAINT AND VARNISH BRUSHES 


SaLEs OrGANIZATION—Reorganization to Avoid Duplication of Sales Effort. 
For 17 years after the company had been formed in 1908 from the 
consolidation of two competing brush manufacturing firms, the selling 
divisions of the two organizations continued to be operated independently 
of each other. By 1925, when a new sales manager was employed, the 
company was in a serious financial condition; sales had decreased be- 
cause the company’s prices were higher than those of competitors and 
because the company was handicapped by inefficient sales methods and 
internal friction. The new sales manager reorganized the selling de- 
partment by combining the two sales forces and thus eliminating dupli- 
cation of effort, and by introducing customers’ records and other meas- 
ures of sales force control. 


(1925) 


The Munro-Cliff Company was a consolidation of two brush 
manufacturing companies, the Munro Company and the Cliff 
Company, which had been competitors for over half a century 
prior to 1908, the year in which the consolidation took place. For 
17 years after the consolidation, until 1925, the selling depart- 
ments of the two organizations continued to be operated inde- 
pendently of each other. By 1925, however, internal friction had 
become so great that a reorganization of the selling divisions was 
imperative. 

As soon as possible after 1908, production facilities had been 
consolidated in the plant of the Munro Company and the plant 
of the Cliff Company had been sold. At the time of the consolida- 
tion, each company had been selling annually about one-half 
million dollars’ worth of brushes. Of the output of each com- 
pany between 85% and 90% had been paint and varnish brushes 
and between 10% and 15% household and toilet brushes. Since 
all paint and varnish brush companies manufactured similar 
products of the more popular types, about 50% of the Cliff line 
was duplicated by the Munro line. The two companies together 
had been making several thousand different lines; and, since 
each type of brush usually was made in 3 to 5 sizes, there were 
7,000 or 8,000 items in the paint and varnish lines and almost 





1 Fictitious name. 
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2,000 in the toilet and household lines. The Munro-Cliff Com- 
pany had continued to manufacture all the lines made by the old 
companies prior to 1908; the same trade names continued to ap- 
pear on the handles of the brushes. 

Mr. Munro, president of the Munro Company, and Mr. Laflin, 
president of the Cliff Company, had become co-general managers 
upon consolidation. These two executives performed all the 
major administrative functions of the business. Although the 
financial and production departments had been consolidated, the 
sales departments remained distinct. Mr. Munro and Mr. Laflin 
managed their respective sales forces independently; separate 
sales records also were maintained. 

In 1925 the Cliff selling division had six salesmen and the 
Munro division had three. The Munro division in addition had 
three sales agents, paid on a commission basis, for the household 
and toilet brushes. The household and toilet brushes were of 
exceptional quality and were high in price. Average sales of 
these brushes were not large enough to support agents without 
additional earnings; the agents, therefore, carried several allied 
lines of other manufacturers. Department stores were the most 
important customers for household and toilet brushes. Substan- 
tial sales also were made to drug retailers and wholesalers. Since 
household and toilet brushes were handled by only one of the 
Munro-Cliff sales divisions and involved selling and management 
problems different from those for the paint and varnish lines, the 
household and toilet brushes were not included in the reorgan- 
ization which became necessary in 1925. 

Practically all the company’s sales of paint and varnish brushes 
were made to hardware wholesalers and to wholesalers of paints 
and painting supplies. The wholesalers resold to paint contrac- 
tors and retailers. The salesmen of the two divisions of the 
Munro-Cliff Company traveled from the home office and sold in 
practically every part of the United States. Although the sales- 
men of the two divisions did not sell to the same customers, their 
territories duplicated each other; none of the salesmen had terri- 
tories prescribed by the company. The salesmen could go where 
they pleased and, consequently, sometimes there were three or 
four salesmen visiting the same city. They were paid straight 
salaries and were given monthly drawing accounts. Their ex- 
penses were not carefully controlled nor were individual expenses 


MUNRO-CLIFF COMPANY 247 


considered in the determination of salaries. Salesmen were sup- 
posed to report sales calls but frequently neglected to do so. No 
customers’ records were kept except those in the sales ledgers. 

The Munro-Cliff Company did no consumer advertising but 
spent from $10,000 to $20,000 a year advertising its paint and 
varnish brushes in trade journals. This amount was considered 
adequate by the management in view of the many years of suc- 
cessful operation of the two companies and the strong reputation 
which the uniform good quality of their brushes had established 
for those products. 

Munro-Cliff salesmen saw most of the company’s customers 
only once or twice a year. The common practice prior to 1923 
was for each customer to place an initial order in the summer 
for most of his fall and winter requirements. Fall and winter 
were the most active selling periods for the paint wholesalers be- 
cause at those times retailers and contractors were ordering for 
the heavy seasonal spring business. There was also a slight peak 
of consumer demand in the fall, when users were purchasing for 
inside work; this demand, in turn, caused a slight peak in the 
Munro-Cliff business in the spring. After 1923, however, the 
practice of buying more frequently and in small quantities be- 
came common among the wholesalers. 

The company’s price catalog listed retail prices; but the com- 
pany made no effort to maintain them. In fact, it set the retail 
list prices high so that retailers, if they wished, could sell below 
them. There were five regular sets of discounts. The discount 
allowed depended upon the volume of purchases and upon special 
conditions. The highest set of discounts was given to wholesalers 
who carried a representative assortment of Munro-Cliff brushes 
as their main line of brushes. A wholesaler in that class pur- 
chased brushes listed at $20.52 a dozen, for instance, for $5.13 
per dozen. Prior to 1923 nearly all the company’s customers 
had placed initial orders in advance for from 60% to 807% of 
their requirements. After that time, however, the trend toward 
frequent small orders became noticeable. Most of the company’s 
wholesale customers purchased from $1,000 to $5,000 worth of 
Munro-Cliff brushes annually. 

Customers ordering in smaller amounts than those required 
for securing the maximum discounts received one of the other 
sets of discounts, the rate depending upon the circumstances of 
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each case. To illustrate: in sections of the country where it was 
having difficulty in making sales, the Munro-Cliff Company, in 
order to get its line established, allowed a higher discount than 
it allowed for similar purchases in other territories. The com- 
pany protected large wholesalers who were its regular customers, 
however, by refusing to grant price concessions to competing 
wholesalers. Most paint and varnish wholesalers, although each 
carried only several hundred items, maintained sufficiently wide 
lines to meet local needs. There were a few large industrial users, 
such as railroads and steel companies, which purchased directly 
from the manufacturer. They were quoted prices somewhat 
higher than those quoted to wholesalers, the differential being 
maintained to protect the distributors. 

For 17 years the two separate sales divisions worked side by 
side. Mr. Munro and Mr. Laflin operated their respective de- 
partments without any particular system, by rule-of-thumb 
methods. Their task of directing all the major activities of the 
company as co-managers became increasingly difficult as the 
business grew. In 1923 and 1924 the company began to lose 
business, chiefly, it was afterwards thought, because Munro- 
Cliff prices were from 10% to 20% higher than competitors’ 
prices. The managers deemed their brushes so good and the 
reputation of the company so firmly established that they could 
hold their customers regardless of the difference in prices. There 
were five competitors with national distribution and well over 
a hundred local paint and varnish brush manufacturers; total 
sales of brushes in the United States were estimated to be 
from $14,000,000 to $16,000,000, of which the Munro-Cliff Com- 
pany was securing 10% to 12%. In addition to its high prices, 
the company was handicapped by slack sales methods and internal 
friction. For instance, sometimes it failed to acknowledge orders 
or demanded cash prior to shipment weeks after an order had 
been shipped. Such practices created the impression that the 
Munro-Cliff Company considered itself superior to its customers 
and above seeking their patronage. Many customers became 
aware of the internal friction and jealousy that was becoming 
serious in 1923. 

An example of internal competition is afforded by the following 
incident. Mr. Laflin received a favorable letter from a large 
wholesaler who was contemplating a purchase of Cliff brushes. 
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Mr. Munro happened to see the letter and immediately wired a 
salesman of his division to rush in and get the business. The 
salesmen also competed between themselves. They did not re- 
gard themselves as employees of the Munro-Cliff Company but 
rather as salesmen of the Munro Company employed by Mr. 
Munro, or of the Cliff Company, employed by Mr. Laflin. 

In 1923 Mr. Laflin died and Mr. Arnold, his assistant, was 
promoted as co-manager. Two years later the company was in 
a serious financial position. In the same year, Mr. Munro re- 
tired. Mr. Arnold was then left alone as general manager of 
the Munro-Cliff Company with a demoralized sales force and with 
decreasing sales. 

Mr. Arnold was better suited to handle the production and 
financial functions of the business than he was to supervise sales. 
There was no one in the organization available as sales manager. 
No one who had been with either division could have obtained 
the cooperation of the other. After spending more than a year 
looking for a man equal to the task, Mr. Arnold, in the summer 
of 1925, employed Mr. Swanson as sales manager. Mr. Swanson 
was 40 years old and was, at the time, manager of a company 
engaged in a type of business unrelated to the manufacture of 
brushes. He impressed Mr. Arnold as being an able, likeable, 
tactful, and firm executive. 

Mr. Swanson spent several months familiarizing himself with 
the customs of the trade and with the specific difficulties of the 
company. His first move was to eliminate duplication of selling 
effort. By the spring of 1926 he had divided the country into 
seven territories and had only one salesman in each territory 
selling the full line of paint and varnish brushes. Each salesman 
thought that he had been wronged in the readjustment, but all 
acquiesced and remained with the company. 

Two special salesmen were maintained, one for each line, to 
call on large customers who would not buy from salesmen who 
called on their competitors. These customers did not oppose 
the company’s policy of selling to competitors; they objected to 
buying from a salesman who called on their competitors, however, 
because they feared that confidential information would reach 
the competing companies. 

Mr. Swanson, after obtaining the confidence of the sales force, 
dispelled the competitive attitude and created a spirit of coopera- 
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tion. With this his first and chief task solved, in 1927 he set 
about meeting important secondary problems. He required sales- 
men to report each call. Customers’ records were started to be 
kept by states. A maximum was set for the expenses, including 
salary, of each salesman. A record system of orders and billings 
by months for each salesman was introduced. Mr. Swanson also 
held semiannual meetings of the sales force for promoting har- 
mony and discussing problems. Two salesmen had decided to 
live in their territories instead of at the company’s headquarters 
as before, in order to be able to call more frequently and at less 
expense upon the wholesalers in the territories. Mr. Swanson 
was planning to extend this policy to other territories. 

The change in the attitude of the salesmen and in the operation 
of the sales department had become so noticeable that represen- 
tatives of several companies commented upon it to Mr. Swanson 
at a convention of paint and varnish wholesalers which he at- 
tended in the summer of 1927. 


Commentary: The breaking down of the organization and of the 
marketing plan which the Munro-Cliff Company adopted in 1908 was 
inevitable. Its weaknesses were so obvious, at least in retrospect, that 
it would be hardly worth while to record the case, were it not for the 
fact that analogous situations are continually recurring in the business 
field and that at the present time there are numerous companies headed 
for the same fate which befell the Munro-Cliff Company. 

The friction between the two managers of the company and between 
the two sales organizations may appear to have been childish and inex- 
cusable. Criticism is not to be directed toward the individuals, how- 
ever, but to the plan of operation which resulted in friction, bickerings, 
jealousies, and, finally, in a serious financial condition. The plan 
worked at the outset because of the momentum previously acquired by 
the two companies and because of generally favorable conditions. The 
plan broke down, however, when subjected to the strain of business 
depression and changing market conditions. It not only was less eco- 
nomical than the new plan adopted in 1925, but it was not flexible. 

The sales methods employed from 1908 to 1925 were typical of those 
of many companies in other industries.? The salesmen picked their 
own territories, did their own routing, and sometimes three or four 
salesmen from the company visited customers in a single city. The 
management of the sales force was lax. The control of expenses was 
lax. And there was laxity on the part of the salesmen in reporting calls. 

2See Boden Paper Company, page 283; Antrim Paper Company, page 288; 
Paley Truck Company, page 252. 


MUNRO-CLIFF COMPANY 251 


Although it is not stated explicitly in the case, it is to be inferred 
that the reason for loose management of the sales force was the belief 
that personal relationships between a salesman and his customers were 
the most important influence in selling, an influence which should not 
be disturbed by interference from headquarters. That belief presum- 
ably was the major reason for not consolidating the sales organizations 
of the two companies at the time of the merger in 1908. Cordial per- 
sonal relationships between a salesman and his customers are, of course, 
essential. But the day has passed when sound sales management plans 
should be subordinated to the personal influence of the salesman. The 
salesman’s task should be to maintain cordial relations between the 
company and its customers, not merely between the customers and 
himself. 

The circumstances which precipitated trouble were the outgrowth of 
changes in business conditions subsequent to the crisis of 1920. Prices 
fell and in the brush trade, as in so many other industries, wholesalers 
began to buy for prompt delivery instead of giving seasonal orders far 
in advance. This is what generally has been termed “hand-to-mouth” 
buying. In order to meet this condition, an alert, adaptable, carefully 
directed sales organization was needed. Such antiquated methods as 
were employed by this company were not capable of meeting the new 
conditions. 

The moral to which this case points, therefore, is not only the need 
for unified control of sales when two or more companies merge their 
businesses or when a company has two or more executives of equal 
standing in the organization. The case also shows the necessity for 
careful supervision of the sales force and for alertness in sensing changes 
in market conditions to which the company must make its sales methods 
conform. 


December, 1927 M. T. C. 


PaLtey Truck Company’ 
MANUFACTURER—FACTORY TRUCKS AND STACKERS 


Sates Force Controt—Methods of Obtaining. In order to obtain more 
adequate control over its sales agents and salesmen, the company, a 
manufacturer of factory trucks and stackers, adopted the following 
methods of control: establishment in sales territories of permanent 
sales offices and telephones under the company’s name; payment of 
bonuses on attainment of quotas; requiring reports from salesmen; de- 
velopment of lists of potential customers; redefining of sales territories; 
permitting salesmen to hire their own assistants as alternative to 
redistricting. 


SaLEs Force ControL—To Insure Continuity of Relations with Customers 
Salesmen of the company, a manufacturer of factory trucks and stackers, 
paid their expenses, including those for office space and telephone service, 
out of their commissions. To avoid the disruption in customer relations 
which occurred when its salesmen were replaced, the company decided 
to pay part of the salesmen’s office expenses so as to have in each terri- 
tory permanent office space and a telephone under its own name. 


(1927) 


The selling organization of the Paley Truck Company, which 
had national distribution for the factory trucks, portable elevators, 
and platforms that it manufactured, was completely centralized. 
There were no branch offices with delegation of responsibility 
for sales force control; and billings and credits and collec- 
tions were handled centrally, at the home office in New England. 
To facilitate deliveries, stocks of standard equipment were main- 
tained in San Francisco, but, with this exception, the system was 
one of complete centralization. The company’s problem in con- 
trolling its sales organization was to strike a proper balance 
between a policy of detailed supervision and one whereby its 
salesmen and agents were allowed complete freedom in develop- 
ing their territories. The sales manager stated that at one time 
the company’s salesmen had been practically in business for 
themselves but that gradually the company had acquired a larger 
measure of control. 

Prices of Paley trucks ranged from $75 to $400 each and 
prices of Paley elevators ranged from $190 to $990 each. Paley 


* Fictitious name. 
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products were protected by patents. The company did not sell 
on a price basis; its policy was to produce products of the highest 
quality of material, workmanship, and design, and its prices, con- 
sequently, were in general higher than those of competitors. The 
company’s sales in 1926 amounted to approximately $1,000,000. 

Paley equipment was used in a wide variety of industries, 
wherever there were materials to be handled. Some of the mate- 
rials handled by means of Paley equipment were chemicals and 
allied products, food and kindred products, metal products, leather 
and leather products, lumber and lumber products, paper and 
newspapers, rubber products, textiles, and stone, clay, and glass 
products. 

The company had found that purchases of such equipment as 
it produced were not controlled by the purchasing agents of the 
buyers. The purchasing agents might place the orders, but 
control rested with the plant superintendents, the chief engineers, 
the works managers, the production managers, or, in the case of 
small firms, with the proprietors. The company’s salesmen fre- 
quently experienced difficulty in getting by the purchasing agents 
to the men who actually determined what equipment should be 
purchased. 

The company’s trucks were standard and consequently could 
be made for stock. The portable elevators, on the other hand, 
were made to order. For its trucks, the company offered cus- 
tomers a free trial period of 30 days, and almost half its sales of 
trucks were made on that basis. 

Paley products were not highly technical and, as a rule, little 
engineering service was required by customers. There were three 
engineers at the central office, however, who were prepared to 
design special equipment and to give technical advice to actual or 
prospective purchasers. 

Actual selling of the company’s products was carried on by 
44 sales agents, each of whom was credited with all sales made in 
his territory. Fourteen of these agents, located in the larger cities, 
sold only the company’s products and were in reality company 
salesmen. Ten of the other agents were manufacturers’ agents 
who sold one line in addition to the Paley line; and the other 20 
were manufacturers’ agents who sold two or more additional lines. 
The additional products sold by the agents in every case were 
items of factory equipment, such as steel shelving, lockers, elec- 
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tric trucks, and castors, purchased by the same type of firms that 
purchased Paley trucks and elevators. The manufacturers’ agents 
were employed in territories where sales of the company’s prod- 
ucts were insufficient to warrant the employment of salesmen 
exclusively for the Paley line. 

The Paley Truck Company advertised extensively in business 
journals and trade papers and by means of direct-mail circulars. 
This advertising was not expected to bear the burden of selling. 
It was to pave the way for the salesmen and agents and to stimu- 
late inquiries which could be turned over to them. For direct-mail 
advertising, the cost per inquiry received was from $12 to $35; 
for magazine advertising the cost averaged $23 per inquiry; in 
the case of some trade papers the cost had been over $100 per 
inquiry. The company estimated that for each two hundred pieces 
of direct-mail material sent out it received one inquiry, and that 
over a period of a year about one-third of the inquiries resulted 
in orders. 

The general sales manager of the Paley Truck Company was 
of the opinion that the first step in sales force control lay in em- 
ploying competent men who were capable of exercising initiative 
in the development of their territories. The next step in control, 
in his opinion, lay in the method of compensation. All the Paley 
agents were paid on a straight commission basis. From their com- 
missions the manufacturers’ agents met all their expenses. In the 
case of the salesmen selling only the Paley line, the company bore 
the expense of telephone service and half or more of the expense 
for office or desk space. 

At one time the company had required the salesmen, like the 
manufacturers’ agents, to pay all their own expenses. The change 
had been made in order to increase the company’s control and to 
insure continuity of relationships with customers. Previously the 
salesmen had tended to make customers for themselves rather 
than for the company, so that when it was necessary to change 
salesmen in a territory there was a break in the company’s con- 
tacts. With permanent office space and a permanent telephone 
number, in its own name, the company believed that this difficulty 
was largely avoided. 

In addition to their commissions, the company paid its sales 
representatives bonuses based on fulfillment of sales quotas. At 
the beginning of each year a sales quota was set for the United 
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States as a whole. Ordinarily the quota allowed for a normal 
yearly sales increase of 10%. This total quota was broken down 
by territories chiefly on the basis of the number of industrial firms 
in each. Each salesman or manufacturers’ agent who reached his 
quota for the year received, as a bonus, 5% of the total amount 
of his commissions for the year, provided the quota for the coun- 
try as a whole also was reached. Otherwise, he received a bonus 
amounting to 212% of his commissions for the year. 

The sales representatives were rated each month on the basis 
of actual sales as compared with sales quotas, both for the current 
month and for the year to date. Contests were conducted, from 
time to time to encourage the sales representatives to achieve 
their quotas. Annual earnings of Paley representatives ranged 
from $1,000, for the men handling additional lines, to $10,000, 
for men selling the Paley line exclusively. 

In addition to control of sales force through selection of men 
and method of compensation, the general sales manager deemed it 
necessary to have some direct means of determining whether a 
salesman was covering his territory adequately. This control was 
provided by means of a list of prospective customers for each 
territory compiled and kept up to date at the central office. Such 
a list first was compiled by the company in 1919. Prior to that 
time the company’s sales representatives had been practically free 
lances. In 1919 the sales manager spent eight months drawing up 
a list of 40,000 firms which were potential customers for Paley 
products. The list was compiled from Dun’s Reference Book, 
Bradstreet’s Ratings, other rating books, and business directories 
and included only firms which were of a size and type that made 
them potential users of equipment such as the company manu- 
factured. As a result of this analysis, territorial lines were re- 
drawn and in some cases territories were divided. For instance, 
at that time, one man had for his territory Rhode Island and all 
of Massachusetts east of Worcester. It was apparent from the 
number of potential customers found in that area, as well as from 
the inquiries received at the central office from firms located 
there, that one man could not cover the territory adequately. The 
territory was split between two men, therefore, with the result 
that each man soon was earning twice as much as the one man 
previously had earned. In 1925 the territory was redivided be- 
tween three men, and again each man’s sales soon were double 
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the sales of either of the two men in the territory prior to the 
change. This also had been the company’s experience elsewhere. 
In general the company undertook to have not more than 2,000 
prospective customers to a territory in addition to the firms which 
already were customers. 

Before the company divided a territory, the salesman or manu- 
facturers’ agent in the territory was given an opportunity to place 
an additional man there himself. If he wished, the salesman or 
agent employed the assistant and made whatever arrangements 
he liked as to salary. No additional expense was borne by the 
company. If the salesman or agent did not wish to employ an 
assistant, the company redivided the territory and secured an 
additional representative. 

In addition to the prospect list compiled at the central office, 
the company maintained for each territory a prospect list of firms 
upon which its representatives had called. The salesmen were 
required to report all new calls to the central office, classified 
according to whether the firms called upon were using competing 
equipment or were not using such equipment at all. The manu- 
facturers’ agents were expected to make such reports also, but 
they frequently failed to do so. From time to time the sales man- 
ager checked these salesmen’s prospect lists against the prospect 
list which he compiled. The salesmen’s prospects were circular- 
ized about four times a year. In this advertising a different appeal 
was addressed to each class of prospects. For those which had 
not as yet made use of trucks or portable elevators the appeal 
primarily was one of labor saving and economy through speed, 
whereas to users of competing equipment the particular advan- 
tages of Paley products were emphasized. 

The sales manager maintained for each territory a monthly 
record of sales classified by products and according to whether 
the sale was repeat or new. Over a period of 10 years, approxi- 
mately half the sales of trucks were repeat; that is, were made to 
firms which already had purchased Paley trucks. Purchases for 
replacements were rare, since the life of the trucks was almost 
unlimited. Repeat orders for elevators were less frequent than for 
trucks. 

In the summer of 1925, in order to ascertain whether the meas- 
ure of sales control exercised by the central office was resulting in 
adequate coverage of its territory, and also to ascertain the effect 
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of more intensive and more definitely controlled solicitation of 
orders, the company conducted a survey of four of its markets: 
Detroit, Cleveland, Chicago, and Philadelphia. The company’s 
representatives in Chicago and Cleveland sold only the company’s 
products, whereas the representatives in Detroit and Philadelphia 
sold other lines as well. Lists of potential customers other than 
those on the salesmen’s prospect lists were prepared for the four 
territories. Four men were employed to call upon the firms listed 
and to make a report on each. These men were expected to serve 
both as investigators and as missionary salesmen. They were paid 
salaries and expenses and their routes were carefully planned. 
The survey required four months. Few sales could be attributed 
to the calls of these men, and, in the company’s opinion, their 
reports on the firms upon which they called showed that under 
the system of control in effect the territory was being adequately 
covered; apparently the salesmen were finding the live prospects. 


CoMMENTARY: The chief features of the sales practices of the 
Paley Truck Company which call for comment are the combined use of 
salesmen and manufacturers’ agents, the commission method of paying 
salesmen, and the gradual assumption of control by the company over 
the activities of its salesmen. 

The company had worked out carefully its assignment of territories 
and employed agents selling other lines only in those territories in 
which the potential demand was not adequate to support salesmen 
selling merely trucks and portable elevators. This was a logical plan 
on which to employ manufacturers’ agents. 

The company’s original reason for paying the salesmen by means of 
commissions presumably can be ascribed to the fact that prior to 1919, 
or thereabouts, the salesmen selling only Paley products were looked 
upon as having practically the same degree of independence that the 
agents had. Without a substantial degree of control over the activities 
of its salesmen, the company could not have paid them economically 
otherwise than by means of commissions. Whether the company will 
continue to find the commission method of payment satisfactory, as it 
undertakes to guide its salesmen more and more intimately in the 
cultivation of prospective customers and in the handling of negotia- 
tions, remains problematical. 

The especially significant development in this case is the course 
which the company followed in assuming gradually a greater degree of 
control of the salesmen’s operations. At one period the company’s 
salesmen were operating with almost complete independence, looking 
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upon their customers as their own customers rather than as customers 
of the company, a condition which still is especially prevalent among 
companies marketing industrial goods.? The Paley Truck Company 
proceeded diplomatically to change this condition without arousing 
antagonism from the salesmen. By paying telephone expense and a 
share of the office rental for each salesman the company began to place 
its name ahead of the salesman’s name in each local territory, but 
accomplished this move without stirring up resentment. 

By establishing quotas, with a bonus for excellence in performance, 
the company secured recognition of its prerogatives in estimating the 
potential demand in each district; and the offer of the bonus removed 
the danger of serious opposition. The preparation of the list of prospec- 
tive customers furnished specific facts which a salesman or an agent 
had to face, and with such facts at hand the territories could be re- 
aligned without serious friction. By permitting a salesman to employ 
an assistant at his own expense, if he chose to do so, the company pro- 
vided for more intensive saleswork without assuming a dictatorial posi- 
tion. The requirement that salesmen should report their calls on new 
prospects was a further step in extending the control of the company; 
these reports would furnish information on which the company’s next 
move could be based. 

The procedure of the Paley Truck Company offers a fruitful example 
which could be followed to advantage, at least in a general way, by 
numerous manufacturers of industrial goods whose salesmen are still 
operating in a highly independent manner. 


December, 1927 MsUcsc: 


?See Boden Paper Company, page 283; Antrim Paper Company, page 288; 
Munro-Cliff Company, page 245; Erven Leather Products Company, page 3. 


J. P. SHartespury Company’ (A) 
MANUFACTURER—PACKAGING MACHINERY 


SALESMEN’s CoMPENSATION—Salaries Paid in Preference to Commissions. 
The company, a manufacturer of packaging machinery, decided to 
change its salesmen from a commission plan of payment to a straight 
salary plan. Under the commission plan the salesmen’s earnings had 
been irregular. The salary plan, moreover, would permit the company 
to quote delivery dates satisfactory to the factory without fear of arous- 
ing the salesmen’s resentment. 


(1922) 


In 1922 the president of the J. P. Shaftesbury Company pro- 
posed to change the company’s salesmen from a commission plan 
of payment to a straight salary plan. This proposal was not made 
with a view to increasing or decreasing the compensation received 
by the salesmen, but was made in the belief that, for the com- 
pany’s business, a salary method of payment was the more 
suitable. 

The J. P. Shaftesbury Company manufactured automatic and 
semiautomatic packaging machinery, including machines for 
forming paper boxes and cartons, and for lining, weighing, filling, 
and sealing the packages. The machines ranged in price from 
$250 each to $3,750 each. In general, each machine performed 
only one of the operations involved in packaging, so that a user 
ordinarily required several machines. Examples of materials 
packaged with Shaftesbury machines were: baking powder, 
cleaning powder, arsenate of lead, sugar, dental powder, drugs, 
insecticides, malted milk, tea, coffee, cereals, and shoe eyelets. 
Only manufacturers producing in large quantities could make 
economical use of the company’s machinery; the sales manager 
stated that there were not more than a few thousand potential 
users in the United States. 

The life of the company’s machines was long, so that orders for 
replacements were few. Repeat orders, however, formed about 
half the company’s business. Since a repeat order ordinarily re- 
sulted from growth of a customer’s business, there usually was a 
long period between the original order and the repeat order. 


1 Fictitious name. See also J. P. Shaftesbury Company (B), page 335. 
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The company’s sales from month to month were extremely 
irregular. In one week, two or three firms with which the com- 
pany had been carrying on negotiations for several months might 
place orders, whereas in another week no orders might be placed. 
Moreover, at times certain departments in the factory would be 
operating at capacity with orders for months ahead, while other 
departments would be comparatively inactive or idle. 

Although the company in a few instances leased its machines, 
its usual terms were 30 days net from date of purchase. The com- 
pany employed two installation engineers, who supervised instal- 
lations without charge to purchasers. All installations were made 
on a trial basis. If, within 30 days from date of installation, a 
prospective customer became dissatisfied with the machinery, he 
could return it to the factory. In view of the trial basis on which 
its machines were sold, it was necessary for the company to exer- 
cise especial care to avoid having them installed in plants where 
they could not be used effectively. Removal of machines after 
installation was infrequent. 

All the company’s sales were made directly to users by four 
salesmen and the sales manager. One of the salesmen had head- 
quarters in Chicago, one in Cleveland, one in Oakland, and one 
in New York City. These men were experienced in selling the 
company’s products, and the company allowed them freedom in 
_ planning their visits and in caring for the company’s interests in 
their territories. They were expected to make reports to the sales 
manager on visits to prospective customers. Each inquiry re- 
ceived at the central office was referred to the salesman in whose 
territory it originated. At least two follow-up letters were sent to 
the prospective customer from the central office, and copies of 
these letters were furnished the salesman. The sales manager 
maintained a card file of prospective customers. On the cards, 
information was given as to the particular machinery in which the 
prospective customer was interested, salesmen’s calls, and other 
pertinent data. The sales manager used these cards in super- 
vising the salesmen’s activities. 

Each salesman was expected not only to be thoroughly 
acquainted with the technical aspects of the company’s machin- 
ery, but also to be able to assist customers with their packaging 
problems. For instance, a salesman must be able to demonstrate 
to a prospective customer the relative costs involved in using each 
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of several possible types of packages from the point of view of 
material required for the packages, machinery needed, and freight 
and shipping requirements. The salesmen also must be prepared 
to design suitable packages, to advise as to plant layout, and 
to show savings which could be realized by use of automatic 
machinery as compared with hand packaging. In the sales man- 
ager’s opinion, a man, to be a good salesman of packaging 
machinery, must have considerable initiative and ingenuity. One 
salesman, for instance, who had been unable to make a sale to one 
prospective customer because that customer used paper bags 
which would not stand erect, and hence were unsuitable for use 
with automatic machinery, finally made the sale by devising a 
metal contrivance to hold the bags erect while they were being 
filled. Another salesman, by planning a conveyor attachment for 
the packaging machinery, was able to make a sale. 

The sales manager stated that in selling the company’s machin- 
ery it was necessary to satisfy four officials, each with a different 
point of view, in the customer’s organization. The president or 
treasurer must be convinced that a satisfactory return would be 
made on the investment; the production manager, superinten- 
dent, or chief engineer must be convinced that the machine would 
have satisfactory production; the man in charge of the mechan- 
ical department must be satisfied that the machine would operate 
with a minimum of expense for upkeep; and the purchasing agent 
must be satisfied as to price and delivery. In some organizations 
several of these positions were occupied by the same man, but in 
any case the four points of view had to be met. Usually orders 
for the company’s machinery originated with the production man- 
ager or chief engineer; and ordinarily an order was placed only 
after a long period of negotiation. 

The four salesmen were allowed drawing accounts and were 
credited with commissions on their sales. At the end of a month, 
if the amount of a salesman’s commissions exceeded his drawing 
account, he was paid the difference. If, on the other hand, the 
commissions were less than the drawing account, a charge was 
made against the salesman, to be deducted from commissions on 
future sales. Under this plan, salesmen’s monthly and yearly 
earnings varied widely. The chief advantage seen in the plan was 
that it encouraged salesmen to maximum sales efforts, inasmuch 
as their compensation depended on their sales volume. 
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Under the salary plan of payment proposed, the salesmen’s 
remuneration would be regular. Moreover, under that plan the 
company would be free to quote delivery dates satisfactory to its 
manufacturing departments. Under the commission plan the 
salesmen were resentful if, after they had secured an order, the 
company was unable to give delivery quick enough to satisfy the 
customer. 

The company decided to adopt the salary plan of payment. In 
1927 this plan still was in effect and was deemed satisfactory by 
the company. 


ComMENTARY: Despite the advantages that accrue from using the 
commission method of paying salesmen, the J. P. Shaftesbury Com- 
pany unquestionably adopted the sounder plan when it decided to pay 
salaries to its salesmen. The statement of the case brings out clearly 
the reasons why this decision was sound: the irregularity of sales and 
consequently the irregularity in salesmen’s income under the commis- 
sion plan; the need for freedom for the factory in quoting delivery 
dates; the danger of overselling customers with subsequent expense on 
installations rejected after the 30-day trial; and the need for prolonged 
negotiations with executives and operating officials in companies which 
were prospective purchasers.” 


September, 1927 Mala. 
? See also Arnold Machinery Company, page 263. 





ARNOLD MACHINERY CoMPANY'* 


MANUFACTURER—PACKAGING MACHINERY 


SALESMEN’S COMPENSATION—Commissions Paid in Preference to Salaries. 
It was suggested that the company, a manufacturer of automatic 
packaging machinery, should change its salesmen from a commission 
plan of payment to a salary plan. The company, however, decided to 
continue with the commission plan. 


(1926) 


The Arnold Machinery Company for 30 years prior to 1926 
had manufactured automatic packaging machinery and had dis- 
tributed this machinery through branches in New York City, 
Boston, Chicago, and San Francisco, with one or two salesmen 
and a field service man at each branch. From the first the com- 
pany had paid its salesmen on a commission basis. This method 
of payment had been criticized and payment of salaries had been 
suggested. 

The Arnold Machinery Company manufactured automatic 
machinery for use in weighing, packaging, and labeling all types 
of dry, free-flowing material, such as flour, cereals, and coffee. 
The high unit prices of the machinery, which ranged from $3,000 
for a single machine to $18,000 for a set of machines which would 
perform all packaging operations, and the fact that each machine 
had a capacity of about 18,000 packages a day, practically limited 
the company’s market to large manufacturers of nationally adver- 
tised products. Though the company’s annual sales amounted to 
over $1,000,000, less than 500 firms were using Arnold machinery. 
These firms were prospects for further sales in many cases. Other 
prospective customers were few in number and were easily ascer- 
tainable. 

The Arnold Machinery Company employed six salesmen, who 
sold the machinery directly to the users. One or two salesmen 
were located at each branch office. These salesmen covered large 
territories and traveled extensively, although they visited rela- 
tively few cities. The two salesmen at the Chicago office, for 
example, covered all the central United States as far west as the 
Rocky Mountains. Each salesman had a definite territory. All 





*Fictitious name. 
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the salesmen had been with the company for over 10 years and 
all were thoroughly familiar with Arnold machinery. The sales- 
men had to be able to demonstrate to the superintendents or pro- 
duction managers in the organizations of prospective customers 
the savings that would result from the installation of the auto- 
matic packaging machinery. They were also called upon to give 
pre-installation service and advice as to plant layout. The sales- 
men were not required to give technical service after sales of 
machinery had been completed. This was the work of the field 
service men, who supervised installations and who were available 
to users in case of technical troubles or breakdowns. The sales- 
men, however, were expected to maintain cordial relations with all 
customers in their territories and to report any dissatisfaction or 
trouble. They were expected to maintain these cordial relation- 
ships even though the customers might not again be in the market 
for packaging machinery for several years. 

The company paid its salesmen a 5% commission on sales, 
allowed them each a drawing account of $100 a week, and paid 
their railroad fares. It did not pay their hotel bills or other living 
expenses, however. All branch office expenses, such as those for 
rentals, stenographic services, and postage were paid by the com- 
pany. The salesmen were given wide discretion in regard to fre- 
quency of calls on prospective customers, routings, and in some 
instances in regard to terms of sale. Four of the six salesmen 
were graduates of colleges. 

The company advertised in trade journals and circularized a 
selected list of customers and prospective customers. Inquiries 
received were forwarded to the salesmen from whose territories 
they came. The salesmen followed up these inquiries at their own 
discretion. The company, however, required salesmen to report 
on a standard form the results of each personal interview and 
telephone call. The data reported included the date of the inter- 
view, the name, size, and products of the firm visited, the person 
interviewed, his position, the type of packaging machinery in use, 
and other general information regarding the customer and the 
results of the interview. These data were used by the Arnold 
Machinery Company in building its mailing list, in developing 
advertising policies, and in determining how commissions should 
be split when salesmen from two or more territories were instru- 
mental in the final placing of an order. The company did not 
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keep a record of the proportionate time spent by salesmen in 
traveling and in developing relationships with potential cus- 
tomers. 

Sales of the company had grown steadily and had not been 
affected seriously in times of business depression, inasmuch as 
use of packaging machinery for food products had been increas- 
ing and the market and volume of distribution of food products 
did not fluctuate widely. The growth of sales is indicated by 
Exhibit 1, where annual sales for 13 years are shown relative 
to 1913. 

EXHIBIT I 
INDEX OF ANNUAL SALES OF ARNOLD MACHINERY COMPANY 


(Sales in 1913 Taken as 100) 











Index of Index of 

Year Sales Sales 
1913 100 443 
IgI4 121 460 
IQIS 135 333 
1916 II5 358 
IQI7 141 414 
1918 290 461 
919 355 


Although the total sales of the company had not fluctuated 
seriously, the sales of each salesman fluctuated widely from year 
to year. Selling packaging machinery usually was a slow process. 
Each sale commonly required several interviews. After develop- 
ing cordial relationships with a prospective customer over a period 
possibly of a year or more, a salesman might receive an order for 
a series of machines; the commissions on this sale would make 
a substantial increase in his income for the current year, although 
a large part of the sales work might have been done in the pre- 
vious year. Over the five-year period prior to 1925 the average 
annual income in commissions per salesman amounted to $7,000. 
The individual salesmen’s incomes, however, fluctuated between 
$5,000 and, $12,000 per year, and in one extreme instance a sales- 
man who received $12,000 in commissions in 1920 received only 
$2,000 in 1921. When a salesman’s earnings in commissions failed 
to equal his drawing account, the deficit accumulated as a debt of 
the salesman to the company to be deducted from future commis- 
sions. Once or twice salesmen had been in debt to the company 
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as long as two years. The company never had lost money through 
failure of salesmen to reimburse it for money drawn. 

The salesmen had not expressed any dissatisfaction with the 
method of compensation, and the company was satisfied with the 
results obtained by the salesmen. The salesmen had been with 
the company so long that all were cooperative and looked upon 
their positions as ones which over a period of years would yield 
an increasingly high average compensation depending upon their 
own ability. The territories were so arranged that their sales pos- 
sibilities were about equal. As the total sales of the company 
increased, so did the average income of the salesmen increase, 
since the company rarely added new salesmen. No salesman had 
been added to the sales force since 1920. The salesman added in 
that year previously had spent five years as a field service man 
for the company. Field service men received salaries of $50 a 
week plus a bonus for each installation they made which was 
accepted by the customer. The company planned to select any 
new salesmen it might need from among its field service men who 
had had over five years’ experience with it. 

The company, in 1926, decided to continue the commission 
method of payment. 


CoMMENTaRY: The issue in this case is clear-cut ; hamely, whether 
the Arnold Machinery Company should plan to change from a straight 
commission method of paying salesmen to a salary method of pay- 
ment.? 

While a straight commission payment for installation goods of the 
character of the company’s machinery is not common practice, the 
usual advantages of such a method held in this situation. As long as 
the plan was strictly followed, the company always knew what its 
selling expense percentage would be. The plan provided a direct stimu- 
lation at all times for the salesmen to increase their sales. Their earn- 
ings were in direct relation to their success. 

The salesmen of the Arnold Machinery Company were given wide 
latitude in directing their own efforts. Sometimes objection is made to 
the straight commission plan on the ground that it results in loss of 
close control of the salesman’s operations and may thus prevent the 
systematic development of a territory which would come from intelli- 
gent supervision by a sales manager. In this case, however, close con- 
trol and supervision of salesmen to assure proper coverage of new 
prospects and a follow-up of active customers was not so important a 


*See also J. P. Shaftesbury Company (B), page 335. 
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consideration as is sometimes true. The number of prospects for the 
packaging machinery were relatively few. With only moderate direc- 
tion the salesmen of the company probably were inclined to seek out 
all prospects and to keep in touch with them with the thought of 
laying the groundwork for future sales. As far as active customers were 
concerned, frequent calls were not essential, inasmuch as the salesmen 
did not themselves look after repair service. The salesmen’s own 
interest in additional sales to these customers provided them with the 
stimulus to make as frequent calls as probably were necessary to main- 
tain proper relations. 

The system up to 1926 had proved satisfactory to both the com- 
pany and to its salesmen. There appear to have been present in the 
plan, however, several elements that at a later time might render it less 
successful than it had been. 

The period from 1913 to 1926 had been one of growth for the com- 
pany. Yet we note that successive years did not always show an in- 
crease; sales in 1922 were more than one-quarter less than in 1921, for 
example. Moreover, there had been wide fluctuations in the year-to- 
year earnings of individual salesmen. In any one territory such fluctua- 
tions were to be expected, since the purchases of such machinery by any 
customer were sporadic and infrequent. Hence the individual salesman 
could never be sure of obtaining a continuous and uniform volume of 
sales from his prospective customers. Such fluctuations always pro- 
vide an element of danger when the commission plan of payment is 
used. In a period of prosperity a salesman tends to raise his living 
standards in keeping with his increased earnings. As experience shows, 
in times of depression readjustment frequently becomes necessary, 
bringing discontent just when the salesman’s best efforts are needed. 
There were numerous examples of such maladjustment among busi- 
nesses using the commission method in the period of deflation of 1920- 
1921 following the previous period of easy selling. The period through 
which this company had been passing up to 1926 was one of rapid 
increase in the use of packaged goods. In consequence of this increase, 
the demand for packaging machinery was present even in periods of 
depression. The time was likely to come, however, when the growth in 
use of packaged goods would be less rapid and the market for pack- 
aging machinery would be limited to replacements and a normal in- 
crease. If such a period came, the demand for packaging machinery 
probably would be subject to the same extreme fluctuations to which 
most installation goods are subject. At such a time the fluctuations in 
earnings of salesmen from year to year might well be more extreme than 
they had been up to 1926. 

To overcome the uncertainty of continuous earnings from a straight 
commission method for a product with a sporadic demand, the com- 
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pany provided a liberal drawing account. The close relationships 
which apparently existed between the company and its salesmen, who 
were employees of long standing, had prevented any loss to the com- 
pany from this liberal drawing account policy. Yet, it is doubtful 
whether a plan of permitting the salesmen to be in debt to the company 
for smaller or larger amounts, sometimes for a period of several years 
was entirely desirable. It might be argued that being in debt to the 
company would be a stimulus to salesmen to increase sales so as to be 
relieved of their obligations. It is doubtful, however, whether all sales- 
men would be at their best under such pressure. Again, it might be 
held that even though the company were to have a salesman withdraw 
from its service without repayment of amounts owed to the drawing 
account, such loss would amount merely to what otherwise would have 
been paid in salaries. Such an argument is not sound, however, for in 
many instances the company, under the commission plan, would have 
paid to the salesmen in periods of prosperity excess earnings, while it 
would have to shoulder the full burden of carrying the salesmen in a 
period of depression. Under a salary system, in a period of prosperity 
the company would be getting the benefit of easy sales and in turn 
would assume the burden of carrying the salesmen during a period of 
difficult selling. 

The probability of more extreme fluctuation in the earnings of sales- 
men as the market for packaging machinery became more saturated 
leads me to believe that it would have been advisable for this com- 
pany, in starting new salesmen, to experiment with the salary plan in 
place of straight commissions for the sales of its automatic machinery. 


May, 1926 N. H. B. 


GLENROCK MANUFACTURING COMPANY’ 


MANUFACTURER—HEATING EQUIPMENT 


Sates Force CompensATION—Plan to Stimulate Sales. Following the general 
business depression of 1921, the company, a manufacturer of boilers, 
heaters, radiators, and other heating equipment, wished to modify its 
methods of compensating its salesmen in order to stimulate sales; the 
salesmen were being paid salaries and reimbursed for expenses. A 
consultant employed by the company drew up a plan in which he 
recommended: payment of guaranteed minimum salaries; payment of 
monthly bonuses based on sales made in excess of quotas to be estab- 
lished; use of a plan for crediting sales to salesmen; and the extension 
of constructive assistance to salesmen through routing, market analysis, 
dealer helps, and use of customers’ records. 


(1922) 


In 1021 the sales of the Glenrock Manufacturing Company, 
like the sales of most other industrial enterprises, fell off sharply. 
The company, which manufactured heating equipment, intro- 
duced various economies in operation and in October, 1921, an- 
nounced a 1214% reduction in the wages and salaries of all em- 
ployees and officers of the company. This reduction in salaries 
applied, of course, to the sales force. The company was in a 
sound financial position but deemed it necessary to husband its 
resources carefully during the period of depression and to make 
readjustments, such as the consolidation of several sales terri- 
tories, that would facilitate the recovery of business activity. 

When the reduction in wages and salaries was announced, the 
president of the company was confident that an improvement in 
general business conditions was imminent, especially in the build- 
ing industry, but that sales could be made only at a substantially 
lower level of prices than that which had existed prior to the 
crisis in 1920. The task of securing orders in a strongly com- 
petitive market placed a heavy burden on the sales force. 

The president of the company called in a consultant, in Novem- 
ber, to advise him regarding changes in the methods of compensat- 
ing salesmen and also regarding other sales problems, with a view 
to stimulating an increase in sales as expeditiously as possible. 
The first conference with the consultant was held at the com- 


rere 
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pany’s office in Chicago on November 22, 1921. The consultant 
was asked to make recommendations on methods of paying sales- 
men to go into effect on January 1, 1922; and his report was 
called for on December 9. 

During the time at his disposal the consultant obtained the 
following facts regarding the company’s affairs. The company 
manufactured boilers, heaters, radiators, and other heating equip- 
ment used in office buildings, schools, other public buildings, and 
private dwellings. The company operated several sales branches. 
In its Chicago district it employed 35 salesmen and in the Cleve- 
land district 19 salesmen. The number of salesmen in the other 
districts varied in accordance with local conditions. The sales- 
men were paid straight salaries and were reimbursed for actual 
expenses incurred. The salesmen generally received salaries of 
$2,000 to $2,500 a year, but the company frequently lost sales- 
men to competitors at higher salaries, and the market rate for 
men of the type desired was judged to be $3,000 to $3,800. 

The company sold about 60% of its product to jobbers, who 
resold largely to contractors for installations in large buildings. 
About 40% of the product was sold directly to retailers. The 
company advertised extensively to retailers, contractors, archi- 
tects, and consumers in the districts in which sales branches were 
located. Sales to several large jobbers were made by the company 
at headquarters. A few salesmen specialized on missionary work 
with architects. The bulk of the work of the general sales force, 
however, was with the smaller jobbers, retailers, contractors, and 
building owners. The retailers who handled the company’s prod- 
ucts were largely plumbers and steam fitters. The company’s 
sales showed great seasonal fluctuations, because of the seasonal 
character of the building industry. 

In securing orders for large contracts, the cooperation of two 
or more salesmen occasionally was required, as, for example, when 
the owner was located in one city and the retailer or contractor 
in another. In compiling sales records for individual salesmen the 
company sought to divide the credit for such cooperative orders 
equitably between the salesmen concerned. When a retailer 
bought from a jobber, the sale was credited, on the salesmen’s 
records, to the salesman in whose territory the retailer was lo- 
cated, provided the facts were reported to the company. The av- 
erage-size order was about $100 to $150, with a maximum figure 
of $12,000. 
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The company had not made an analysis of its market for the 
purpose of setting up sales quotas. No system of customers’ 
records was maintained in the sales department. Although the 
company had a record of the monthly sales per salesman, it had 
not computed the ratio of salary to sales for each salesman. 

From the data available, the consultant computed the ratios of 
salesmen’s salaries to sales in 1920 in the Chicago and Cleve- 
land districts. The figures for the Cleveland district were higher 
than those for the Chicago district, but the latter were judged to 
be the more typical of conditions in other districts. In a few in- 
stances the differences in ratios could be accounted for by terri- 
torial differences, but most of the outstanding contrasts appar- 
ently could not be explained in that way. The executives were 
astonished, for example, to learn that one salesman, who had a 


EXHIBIT I 


RATIO OF SALESMEN’S SALARIES TO SALES, CHICAGO AND CLEVELAND 
Districts, GLENROCK MANUFACTURING COMPANY, 1920. 


Cxicaco District CLEVELAND DISTRICT 

Country Salesmen City Salesmen All Salesmen 
Salesman Ratio Salesman Ratio Salesman Ratio 

A 1.4% AA 1.06% A 0.7% 
B 2.2 BB 2). B 1.6 
Cc 4.0 CC OFT € 2.6 
D 1.9 DD 1.8 D Bn2 
E 4.5 EE 1.0 E Bas 
F SEE FF 1.0 F 4.8 
G 2.6 GG 0.8 G 5.0 
H BE HH 0.9 H 5.8 
I 25 Il 1.06 I peat 
J 3-4 J 3.8 
K 1.8 K 3.0 
L 2 it 1 Be2 
M 1.6 M 3 
N Soni N ea 
O 2.7 O Ant 
P 6.3 Pe Bar 
Q 2.6 Q 2.8 
R 3.8 R 3-4 
Ss 2.9 S 3.2 
at 2.2 
U 4.5 
Vv 2.8 
WwW 2.4 
x 2.3 
Y 2.3 
Z Ber 
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fertile territory and who was rated in their opinion as an especially 
good salesman, was receiving a salary that amounted to 6.3% of 
his sales. 

For the Chicago and Cleveland districts the figures for individ- 
ual salesmen were as shown in Exhibit 1. 

As a result of these analyses and a consideration of general 
information regarding the company and business conditions, the 
consultant submitted the following report on December 9, 1921. 


RECOMMENDATIONS AS TO METHODs OF PAyING SALESMEN 
IN THE YEAR 1922. 


1. For the year 1922, each salesman should be guaranteed a 
monthly salary, provided he remains in the employ of the Glenrock 
Manufacturing Company, at least equal to the monthly salary received 
in December, 1921. 

2. The following increases in salary should be made: 


(a) In city districts, the guaranteed annual salary of a sales- 
man should be made equal to 1% of his average annual sales 
1919-21 in any case in which the guaranteed salary otherwise would 
fall below that amount. 

(6) In suburban and country districts, the guaranteed annual 
salary of a salesman should be made equal to 1.5% of the average 
annual sales in any case where the guaranteed salary otherwise 
would fall below that amount. 

3. In addition to guaranteed salary, in 1922 a bonus should be paid 
monthly to each salesman whose total sales exceed his monthly quota. 
The bonus should be 2% of the amount by which the sales exceed the 
quota for the month. 

4. In the year 1922, the quota for each salesman for each month 
should be his average sales (in dollars) for the corresponding month 
in the three-year period 1919-21, with the following exceptions: 

(a) In city districts, if the guaranteed annual salary of a 
salesman is in excess of 1.25% of his average annual sales, his 
annual quota should be 80 times his guaranteed salary. This 
annual quota should be divided into monthly quotas in accordance 
with the normal seasonal variations. 

(5) In suburban districts, if the guaranteed annual salary of 
a salesman is in excess of 2.5% of his average annual sales, his 
annual quota should be fixed at an amount equal to 4o times his 
annual salary, the monthly quotas to be adjusted for seasonal 
variations. 

(c) In country districts, if the guaranteed annual salary of a 
salesman is in excess of 3% of his average annual sales, the 
annual quota should be 33 1/3 times his guaranteed salary, with 
adjustments of monthly quotas for seasonal variations. 

(d) If in any particular case an abnormally large or an abnor- 
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mally small monthly quota would result from the use of the method 
of three-year monthly averages, as, for example, in a case where an 
exceptionally large order had been shipped in one month, the quota 
should be adjusted by averaging three consecutive months for the 
three-year period, setting up one-third of the three-month average 
as the quota for each of the three months. 

(e) Subject to the preceding provisions, where two or more 
territories have been consolidated under one salesman in 1920-21, 
the quota should be based on the record of the salesman, not on 
the combined records of the territories consolidated. 

(f) In any instance where a salesman has been transferred 
from one territory to another, however, within the three-year 
period, his quota should be made up from the records of the terri- 
tory in which he now works rather than from his personal record 
in another territory. 

(g) When a new salesman is hired, a reasonable quota should 
be established for him, basing it on the past records of his territory 
and on the rate of salary that is guaranteed to him; his annual 
quota, in a suburban or country district, should be at least 40 
times his salary and in a city district at least 80 times his salary. 
5. Each salesman should be expected at least to reach his quota 

each year. 

If any territory is not capable of yielding, in a normal year, a 
volume of sales at least equal to the quota established, the territory 
should be enlarged or some other means found to bring the sales force 
expense for the territory within economical limits. 

If a salesman, who has been given ample opportunity and who has 
received proper instruction and assistance, cannot reach his quota 
regularly in a territory that is capable of yielding the assigned quota, 
he should be replaced. 

6. Precautionary plans should be outlined to guard against over- 
selling the factory in 1922; perhaps a reduction in the number of 
salesmen may be found advisable. The total amount of the quotas 
should not exceed the factory capacity. 

7. Each sale should be credited to the record of the salesman who 
makes the sale to the initial purchaser. A mail order should be credited 
to the record of the salesman who regularly calls on the customer send- 
ing in the order. 

When an identified sale is made to a jobber for shipment outside the 
territory of the salesman in which the jobber’s place of business is 
located, the credit for the sale should be split between the salesman in 
the territory in which the jobber is located and the salesman in the 
territory in which the shipment is delivered. When an unidentified 
sale is made to a jobber, the sale should be credited to the salesman 
who regularly sells the jobber. When a sale is made to a contractor for 
shipment to an outside territory, the credit for the sale should be split 
between the salesman who sells to the contractor and the salesman in 
the territory in which delivery is made. 
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A salesman who influences a sale in which another salesman partici- 
pates should be given the right to file a claim with the branch manager 
for a share in the credit for the sale. 

The branch manager should be granted full discretionary power to 
make such adjustments as may seem to him to be fair in allocating 
credit for sales. 

8. A careful study should be made of salesmen’s routes and order 
of calls, in order to assist them in saving time and expense. 

9g. The card record of customers should be used systematically to 
prevent the loss of customers. As soon as an account appears to be 
becoming inactive, the salesman in the territory should be asked to 
explain the reason and a personal letter should be written to the cus- 
tomer. If this does not bring an order, the customer should be visited 
by the assistant branch manager or by a missionary salesman. 

A similar procedure should be followed in the case of any customer 
from whom the company has reason to believe that it is not receiving 
as large a volume of orders as the customer’s general standing warrants. 

ro. An analysis should be made immediately of the potential market 
in each territory. This should include a list of prospective customers 
(dealers) to be followed up in practically the same manner that retro- 
gressing accounts are followed up, using missionary salesmen when 
necessary to secure adequate increase in distribution. 

The analysis also should include such general indices as the number 
of dwellings, new building (in cities), crop conditions, and other indices 
to market conditions in the territory. 

This analysis should include all the data that ordinarily would be 
used in fixing a quota; instead of using the results of the analysis as 
the basis of compensation at the present time, however, they should be 
utilized by the branch manager, or his assistant, in readjusting territor- 
ies and especially in conferring with salesmen to show them their op- 
portunities for earning a bonus. 

11. The present plans for “dealer help” should be further developed, 
with especial emphasis on methods of merchandising and store manage- 
ment. 

EXPLANATION 


The object of these recommendations is to provide a simple, con- 
structive plan, easily understood by the salesmen, so definite that there 
will be no occasion for misunderstanding, and approximated to rea- 
sonable cost figures. It also is intended to be sufficiently flexible so 
that in future years it can be modified without embarrassment. 

Some instances of glaring inequality in the rates of compensating 
salesmen now exist. These will be cured in large measure by the pro- 
visions for salary increases on the one hand and on the other by the 
recommended system of establishing and utilizing quotas for salesmen 
whose results have been particularly unsatisfactory. 

The plan is by no means perfect. It does not provide specific re- 
wards for economy in traveling expenses, for securing new accounts, 
for stimulating sales of individual products in preference to other prod- 


GLENROCK MANUFACTURING COMPANY 275 


ucts, or for promotional work with consumers and architects. It also 
does not provide specifically for systematic promotion of salesmen in 
accordance with merit. These points, and probably numerous others, 
all are worthy of careful consideration; but in each case they involve 
obstacles and complications which make it appear inadvisable to at- 
tempt to cover them in the plan that is to go into effect January 1, 1922. 


GUARANTEEING MONTHLY SALARIES 


By guaranteeing monthly salaries the company will assume an in- 
creased liability, but it is justified by the prospective business conditions, 
and this liability will probably be more than offset by the gains accru- 
ing from the adoption of the other provisions of this plan. This guar- 
anty will serve as evidence of good faith and facilitates such readjust- 
ments as may be necessary in the future. 


INCREASES IN SALARIES 


The recommendations for increases in salaries involve several thou- 
sand dollars’ additional expense. This additional expense should be 
more than offset by the saving on increased sales, without extra expense, 
that eventually will result from raising the quotas of the least efficient 
salesmen. In the Chicago branch, using the 1920 figures, for example, 
the additional expense from increased salaries would be $3,574. The 
quotas for the least efficient salesmen, on the other hand, would call 
for an increase in sales amounting to $372,000, without additional 
compensation to the salesmen for whom these higher quotas were fixed. 
The increases in salaries will take care of some cases of especially cap- 
able salesmen who deserve larger incomes. 

As an alternative to increasing salaries in the specified cases, the 
quota for each of these salesmen might be fixed low enough so that 
he would receive the same increase in income in the form of a bonus. 
Such a plan, however, would probably be less appreciated by the sales- 
men, more difficult to administer, less of a stimulus to further increases 
in sales, and more costly to the company. 

The figure of 1% for city salesmen was determined from an examina- 
tion of the Chicago figures for 1920. In that year three of the Chicago 
city salesmen received salaries less than 1% of their sales, whereas 
two were 1% and four were over 1%, the highest being 2.5%. In 
Cleveland in 1920 the salary of the city salesman was 0.7% of his 
sales. Possibly the figure of 1% may be too high a guaranty in some 
individual cases, but it appears fair in its application to the Chicago 
and Cleveland forces. 

The figure of 1.5% for suburban and country salesmen was de- 
termined from the 1920 figures for the Chicago and Cleveland branches. 
On the basis of those figures, it would involve increases in salary for 
three salesmen in the Chicago district and for one in the Cleveland 
district. 

These increases will help to eliminate some of the grossest inequalities 
that now exist. 
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Tue Bonus 


Although the ton is a better statistical unit than the dollar for most 
purposes, nevertheless it is recommended that the bonus be based on 
sales in dollars for the following reasons:—this plan is far more easily 
understood by the salesmen; it is more easily applied; if prices go up 
temporarily, the income of the salesmen will be automatically increased; 
if the long-run tendency of prices is downward, the percentage rate will 
render readjustments simple, whereas it might be necessary to cut any 
rate that now could be fixed on a tonnage basis. 

The 2% rate affords an opportunity for a salesman to obtain a sub- 
stantial increase in earnings by diligence and good salesmanship. In 
all cases for which data have been available, except city salesmen, the 
total sales force expense, including salaries, commissions, and traveling 
expenses, is substantially more than 2% of sales; hence there will be 
a saving to the company as well as a benefit to the salesman by fixing 
the rate at 2%. To put the rate higher would establish a precedent 
that later might prove embarrassing; the rate of bonus should never 
be cut. To place the rate higher would necessitate setting a higher and 
consequently a more difficult quota for numerous salesmen. Inasmuch 
as the bonus is paid on a monthly basis, the risk of abnormally large 
bonuses being paid in exceptional months would be greater if the rate 
were higher. 

Although the 2% rate may not provide for as rapid an increase in 
earnings as some of the salesmen desire, nevertheless it will be far 
easier to provide for additional increases than for reductions; the con- 
servative policy is the better under present conditions. If this plan is 
fairly successful, the rate can be increased when experience justifies it, 
or the plan readily can be amplified in future years by paying supple- 
mentary bonuses for particular purposes. The 2% rate will help to 
maintain the flexibility of the plan. 

No provision is made for penalizing directly a salesman who fails 
to make his quota in any one month. It would be possible to stipulate 
that a bonus should be paid only when the quota in previous months 
has been met, or to pay the bonus on the amount by which the monthly 
sales exceed the sum of the quota for the current month plus any accum- 
ulated deficiency of quotas in preceding months. Such a provision is 
not recommended, for the following reasons:—a salesman cannot con- 
trol the time of shipment from the factory, although his sales are cred- 
ited only when shipped; from the salesman’s standpoint, it would largely 
nullify the effect of the guaranteed salary; if a salesman frequently is 
deficient or attempts to take unfair advantage of the company on this 
point, he obviously is not a desirable employee and should be dis- 
charged; the success of the whole plan depends upon a broad-minded 
spirit of fair play on both sides and such a regulation would be hardly 
consistent with that spirit. 


DETERMINING THE Quota 
The January quota for each salesman, unless he is subject to ex- 
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ceptional treatment, will be the average of his monthly sales in Jan- 
uary, 1919, January, 1920, and January, 1921. His February quota 
will be the average amount of his February sales in 1919-21. 

The three-year average is used, in preference to a single year, in 
order to guard against abnormal irregularities that occasionally may 
have occurred in the fluctuations of the monthly sales of individual 
salesmen. This method of using monthly averages will be readily 
comprehended by the salesmen and the figures are easily determined. 
Not the least of its merits is that it yields quotas based on the records 
of actual performance rather than figures that might seem arbitrary 
and artificial to the salesmen. 

The exceptions to the use of the three-year monthly average in es- 
tablishing quotas are made in order to eliminate gross inequalities in 
the rates of compensation and to bring the selling expense in each 
territory within reasonably economical limits. The city salesman in 
the Chicago district, for example, who received next to the highest 
salary in 1920 had next to the smallest sales of any of the city sales- 
men. To justify his salary of $3,500, his sales should have been at 
least $280,000 instead of $138,000. The country salesman in the 
Chicago district who received the highest salary in 1920 had next to 
the smallest sales. To justify his salary of $2,700, his sales should 
have been at least $90,000 instead of $43,789; in fact, it might not be 
unfair to place him on a 2% salary basis, in which case the volume of 
sales expected from him would be fixed at $135,000 a year. 

By making the adjustments in quotas provided for in the subdivi- 
sions of Section 4 of the recommendations, many of the most serious 
objections to basing quotas on past records are removed. The overpaid 
salesmen are hereby assigned quotas large enough to put them on a 
fair basis in comparison with the other salesmen and the overpaid 
salesmen will be expected to reach these quotas if they are to hold 
their jobs. Thus the salary expenses for the various territories will 
tend to be brought into line. 

In future years the standards may be raised, if experience warrants, 
so that all salesmen will be put on a basis whereby their guaranteed 
salaries will not exceed, say, 2.5% of the quotas assigned them. The 
decision on this point, however, will depend upon future developments 
and upon consideration of individual cases. 

The conversion factors 80, 40 and 33 1/3 are the amounts by which 
the salaries in respective cases are to be multiplied to show the minimum 
amounts of sales that should be obtained in return for the salaries paid. 
The analysis of the Chicago and Cleveland figures indicates that the 
salesman in a city district should not receive a salary greater than 
1.25% of his sales. Hence, if his salary is $2,500, his annual sales 
should be at least $200,000. In a country district, if the salary of the 
salesman is $2,100, the annual sales should be at least $70,000. This 
method of fixing quotas is to be preferred to reducing salaries. If any 
salesman whose salary has been an abnormally high percentage of his 
sales cannot reach the quota set for him, he should be replaced, 
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SHOULD 1922 Quotas BE ScALEeD Down By AN AMouNT EQUIVALENT 
TO THE AVERAGE REDUCTION IN PRICES OF THE GLENROCK 
MANUFACTURING COMPANY’S PRODUCTS? 


Prices of these products were higher in 1919 and in 1920 than they 
are today. Consequently, the three-year averages in dollars represent 
a greater tonnage at the present price level than in 1919 and 1920. In 
other words, when a salesman is asked to sell as much in dollars and 
cents in 1922 as in 1919-21, he is being requested to sell more in tons, 
before receiving a bonus. Fairness to the men would require a scaling 
down in quotas proportionate to the decline in prices, if it were not for 
several other considerations. Such a scaling down would remove the 
ground for possible charges of exploitation, and would establish quotas 
more readily reached. On the other hand, a salesman is guaranteed the 
rate of salary that he is now receiving; hence, if he falls short of his 
quota, he is not necessarily penalized. The salesmen have been re- 
lieved of a good deal of missionary and promotional work. For a sub- 
stantial number of salesmen, even under this plan, the quota is liberally 
low, judging from the ratios of their salaries to their sales. Numerous 
salesmen have been or will be given additional, consolidated territories, 
and thus opportunities for larger sales, whereas their quotas will be 
based on their individual records, not on the combined records of the 
consolidated territories. Constructive help in increasing sales is to be 
given by the company. There is a danger of putting the quotas too 
low in view of uncertainty as to price tendencies. Business prospects 
for 1922 should make selling easier than it was for substantial periods 
in 1919-21. The scaling down can be carried out from time to time in 
the future, whenever there is assurance that a permanent drop in prices 
has occurred. For these reasons it is recommended that the three-year 
averages should not be scaled down in fixing the quotas for 1922. 


CREDITING SALES TO SALESMEN’S RECORDS 


The recommended method of crediting sales is similar in practically 
all respects to the method whereby sales were credited to salesmen in 
1921. 

Because of joint effort and territory conflicts, this problem obviously 
is one of the most difficult to be solved in working out any plan for 
compensating salesmen. The problem exists, however, whether the 
quota is set in tons or in dollars and whether the bonus is paid on prod- 
ucts or on sales. If salaries or other forms of compensating salesmen 
are to be adjusted to accord with accomplishment, this question of how 
to credit results must be faced. 

In crediting sales made to a jobber or to a contractor that are shipped 
outside the territory in which the jobber’s or contractor’s place of 
business is located, full discretion must be granted, for the present at 
least, to the branch manager to make such adjustments as seem fair. 
Although the problem is full of perplexing administrative details, the 
difficulties should not be insuperable. 
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CONSTRUCTIVE ASSISTANCE TO SALESMEN 


Sections 8-11 of the recommendations—routing, use of customers’ 
records, market analysis, and dealer help—are at least as important as 
the proposed scheme of compensation. Unless such constructive plans 
as these are put into effect immediately, the bonus plan itself should 
not be adopted. The bonus should not be looked upon merely as a 
speeding-up device; numerous salesmen will not respond to such an 
incentive unless concrete assistance is given to aid them in producing 
larger sales. 

The recommendations regarding the study of routing are not intended 
to develop prescription of hard and fast rules but rather to aid salesmen 
in finding out how they can economize their time. 

The constructive use of customers’ records is vitally necessary. It 
is just as important to prevent the loss of an old customer as to secure 
a new one. Occasional instances of friction and misunderstanding with 
customers are certain to occur and they will breed ill will unless cared 
for promptly. 

The market analysis recommended is to be used to show a salesman 
where he should be making larger sales. As a guide and stimulant it 
probably will be more readily appreciated by the salesmen than if it 
were utilized as a direct means of establishing quotas to be used in 
governing compensation. The provisions for fixing the quotas on 
records of past performance with the supplementary market analysis as 
a guide to expansion very likely will provide a plan that is thoroughly 
acceptable to the salesmen, because of its freedom from seemingly arti- 
ficial compulsion. 

Broad-gauge “dealer help,” finally, should assist materially in in- 
creasing goodwill, thereby smoothing the way for the salesmen and 
rendering it easier for them to secure increases in sales that will yield 
them the additional income which they desire. 


Commentary: When the consultant was called by the president of 
the Glenrock Manufacturing Company in November, 1921, there were, 
according to the facts given in this case, several clear defects in the 
company’s management of its sales force which needed remedying if the 
company were satisfactorily to meet the difficult sales situation which 
existed. The significance of the case rests in the method of diagnosis 
of the trouble used by the consultant and the remedies suggested by 
him to meet the difficulties. He recognized numerous defects in the 
management of the sales force, but his analysis showed that the follow- 
ing were the most important problems to be met at the time. 

1. The company had failed adequately to measure the effectiveness 
of performance of its salesmen. In so doing it had not established 
a fair basis for giving promotion or reward in accordance with per- 
formance. But beyond this, failure to check performance had led to 
ignorance of the unit sales costs by territories, with the result that 
these were not maintained at a consistently low figure. 
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2. By using straight-salary compensation without a good method of 
checking effectiveness and of rewarding men in accordance with per- 
formance, the company had failed to provide a ready stimulus to sales- 
men to exert themselves. 

3. There was ineffective supervision of the sales force. In routing 
its men, in keeping a record of customers’ orders, and in showing the 
salesmen wherein they could secure sales results, the company was fail- 
ing to develop its full sales possibilities. 

4. The company was paying less than the going rate for the type 
of men which it desired on its sales force. This in itself induced turn- 
over in the sales force and probably was conducive to lack of content 
among the salesmen. Accordingly, any plan recommended by the con- 
sultant should have looked forward to remedying this defect. Of 
course, in remedying it, the attempt should have been to increase the 
salaries of salesmen without increasing the unit cost of sale. 

Let us turn to these particular problems and note the way in which 
they were to be met. 

1. Measuring the effectiveness of performance of salesmen. ‘The 
consultant showed wisdom in applying the ratio of salary to sales as an 
index of the effectiveness of salesmen. Although it is not an infallible 
measure, inasmuch as territories differ and the duties which salesmen 
are called upon to perform vary, yet in this case it provided a readily 
obtainable and valuable index of effectiveness and served to throw light 
upon dark spots. 

The ratio of salaries to sales by individual salesmen showed that there 
were certain norms of performance which might well have been expected 
of salesmen according to whether their territories were urban, suburban, 
or rural. The wide variations that came to light immediately suggested 
investigation to determine the reasons, in some instances, for high sales 
cost, which should be brought in line, or in other instances, for unusual 
sales effectiveness, which deserved reward. A check upon effectiveness 
of performance then was necessarily the first step in diagnosing difficul- 
ties and in arriving at a compensation plan. 

2 and 3. Method of compensation and supervision of sales efforts. 
As stated above, the salary method employed, without check on effec- 
tiveness and without reward of salesmen in accordance with performance, 
apparently was failing to provide a ready stimulus to salesmen to exert 
themselves. Compensation to a sales force should be made in a way 
to call forth exertion of effort when and where desired. 

By retaining a guaranteed, basic salary, the recommended plan gave 
the sense of security which many salesmen desire. In addition, as stated 
in the consultant’s brief, such a guaranty was desirable “to serve as 
evidence of good faith and to facilitate such readjustments as might be 
necessary in the future.” Whenever a readjustment of salary plans is 
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undertaken, it is essential that the confidence of a sales force be retained. 

The bonus on sales in excess of quotas, which was recommended, had 
the possibility of calling forth the latent energies of the salesmen and 
of providing a stimulus lacking in the old plan. Of course, whether a 
quota system is to be effective in stimulating salesmen depends upon the 
reward which is offered and the fairness with which the quota is set. 
The quota must not only be fair but it must be felt by the men to be 
fair and just. 

This particular situation was complicated by the fact that the failure 
of the company to measure performance had led to a situation wherein 
salaries apparently were not being paid in accordance with merit. Ac- 
cordingly, setting up a sales plan which would produce sales at a low 
consistent figure, a desideratum of any compensation plan, meant that 
some salesmen would have to produce more than they had previously, or 
ultimately be replaced. In other words, there was need of a certain 
amount of policing. In the performance of the necessary policing job, 
however, the plan recommended a spirit of cooperation and fair play by 
the management which should have gone far in retaining the loyalty 
of the sales force. 

For men of normal producing ability the quotas, based on the average 
of the preceding three years adjusted on a monthly basis, should not 
have appeared unfair in the light of the forecast of better business con- 
ditions and the recommended aid to salesmen. In setting quotas for 
men of poor record, a consistent low sales cost was insisted upon by 
requiring sales 80 times guaranteed salary for city salesmen, 40 times 
guaranteed salary for suburban salesmen, and 33 1/3 times guaranteed 
salary for country salesmen. At first sight this might appear to have 
been arbitrary. In this connection, however, it must be noted that the 
consultant recognized the injustice of making quotas merely mathemat- 
ical deductions. Quotas that are arrived at purely on a mathematical 
basis and take no notice of differences in territories, differences in men, 
and differences in competitive and business conditions are not desirable 
and are likely to discourage the salesmen. The consultant, recognizing 
this truth, wisely insisted upon an analysis of sales territories to de- 
termine sales possibilities and upon subsequent direction and assistance 
that would enable each salesman to attain a quota which was evidently 
fair as shown by analysis. He recommended further that whenever the 
quota was apparently unattainable from the territory allotted, then 
there should be realignment of territories in order to make the quota 
fair. In other words, the plan called for cooperation on the part of the 
management and for flexibility in the final determination of quotas, 
characteristics which were essential elements in initiating the quota plan. 

4. Raising the level of salesmen’s income. Although in this situa- 
tion it was necessary to call for greater selling efficiency from some sales- 
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men, at the same time it was desirable to raise the general level of 
salaries of the sales force, if possible, without raising unit sales cost. 
The suggested plan did not meet this issue at once, yet it had the merit 
of leading towards its solution. For those salesmen who were efficient 
there was an immediate increase in salary and likelihood of a bonus in 
the form of a commission for all sales beyond the quota. Yet it is to be 
noted that the commission allotted beyond the quota was such that, 
while stimulating the salesmen to greater efforts, it still provided a 
low unit sales cost to the company. For those salesmen who were not 
producing business at a low unit sales cost, no immediate salary increase 
was in view; instead, the quota appeared as an attainment necessary in 
order to justify their retention on the sales force. 

It is to be noted that the quota was broken down on a monthly basis 
with opportunity of securing a bonus monthly. This made the possible 
reward of bonus close enough to induce constant effort. Although the 
plan made possible the payment of some bonus to a salesman during 
a year in which the salesman did not attain his annual quota, since the 
quota was to be administered on a strictly monthly basis, yet the con- 
sultant’s argument against permitting an accumulated deficit of quota 
was well taken. To have permitted this would have tended to reduce 
the salesman’s confidence in the scheme and would have taken away 
from the stimulus attached to a monthly quota. A scheme involving 
rewards for attainment is more effective if the rewards are not placed 
so far in the future that they lose their charm. 

A desirable feature of the plan, which should be sought in any plan 
of compensation, was a simplicity which insured that it would be readily 
understood by the salesmen. 

The statement of the plan recognized some of its defects: it did not 
provide specific rewards for economy in traveling expenses, for securing 
new accounts, and for putting forth effort in other desired directions; 
nor did it provide specifically for systematic promotion in accordance 
with merit. On the other hand, the plan did take into consideration the 
more important problems which the company faced at the time in the 
management of its sales force, and provided a plan which, if wisely ad- 
ministered, should have gone far, in meeting the difficulties faced. 
Moreover, the plan was flexible enough to permit modification. 


April, 1928 N. HB: 


BopEN PAPER CoMPANY* 


WHOLESALER—PAPER 


SALES Force Controt—Adoption of System for Crediting Orders to Sales- 
men. Each salesman of the Boden Paper Company, a New England 
wholesaler of paper and paper products, was free to solicit orders any- 
where in New England. This lack of definite sales territories resulted 
in so many disputes among the salesmen that the company decided to 
install a card index system for determining the priority of salesmen’s 
claims to customers’ accounts, thus facilitating the crediting of orders 
to the salesmen. The system adopted proved successful in decreasing 
the number of disputes. 


(1927) 


The Boden Paper Company, a wholesale firm located in a large 
New England city, had a sales volume of about $1,500,000 in 
1926. Its main line was heavy sulphate, or Kraft, paper. Other 
lines which the company sold were bogus paper, tissue paper, 
fiber and screening paper, paper towels, paper cups, pie plates 
and oyster pails, gummed tape, toilet paper, and a wide variety 
of twines. The company sold over 1,500 items, if the many var- 
iations in sizes, weights, and colors were taken into account. The 
company purchased from about 300 sources, usually directly 
from the manufacturers but sometimes through their selling 
agents. 

Salesmen of the Boden Paper Company had traveled in all 
parts of New England for many years, but the company had been 
cultivating its territory intensively for only a comparatively short 
time. In 1927 the company had about 4,000 customers who had 
purchased within a year’s time and about an equal number of cus- 
tomers who had purchased within five years. The company’s 
salesmen never had been assigned definite territories; each sales- 
man was free to solicit orders anywhere in New England. As the 
number of salesmen was increased and as the market was covered 
more intensively, disputes among salesmen over customers and 
orders received were frequent. This situation became so acute in 
1927 that the management proposed to revise its method of 
crediting orders to salesmen. 

The company employed 27 salesmen. They sold over 50% of 
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the company’s output to manufacturers, including firms of almost 
every type, and the remainder to wholesalers, retailers, hotels, 
and offices. Sometimes the paper was used in production proc- 
esses, such as in the making of waterproof paper, paper boxes, 
wireless condensers, paper cores for bobbins, and heels for cheap 
shoes. Kraft paper was used chiefly for wrapping. 

In the metropolitan district of the city in which its warehouse 
was located, the company competed for relatively small orders. 
The average size of order was for about $10 and approximately 
75% of the orders were for less than $20. Outside of the metro- 
politan area, however, the company could not advantageously 
compete for small orders with local wholesalers having stocks in 
the users’ territories. The local wholesalers could deliver more 
quickly and more cheaply. The company was glad to receive 
small orders from any source, however, because its prices were 
adjusted to cover the proportionately larger cost of handling 
them. The Boden Paper Company could compete for large orders 
almost anywhere in New England. The larger customers gen- 
erally purchased in half-ton lots or more, or in quantities amount- 
ing on the average to about $50, with a range from a few dollars 
up to amounts in the thousands. Since these customers usually 
anticipated their needs, quick delivery was not essential and their 
requirements could be shipped by freight. Large orders generally 
were shipped directly to the users from the mills supplying the 
company, most of which were located in New England. Freight 
charges to most places in New England did not put the company 
at an appreciable competitive disadvantage as far as large orders 
were concerned. A typical price schedule of the Boden Paper 
Company was as follows: 
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Salesmen were allowed wide discretion in quoting prices. The 
price schedule, however, usually represented the minimum below 
which they could not go. Because of the keenly competitive con- 
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ditions, prices quoted to customers seldom exceeded the minimum 
schedule. The salesmen were paid straight salaries; but each 
salesman’s salary was adjusted annually on the basis of the net 
profits on his sales of the previous year. This method not only 
stimulated sales but encouraged economy. 

The officer in charge of sales was secretary of the company. He 
also did the buying. No aid was given the salesmen in finding new 
customers except in the case of the few lines for which the com- 
pany had exclusive agencies. The salesmen generally looked upon 
the firms to which they sold as customers of their own rather than 
as customers of the company. When the company began culti- 
vating its territory intensively, disputes over orders arose among 
the salesmen with increasing frequency. Usually the orders over 
which disputes arose were among those received by telephone or 
by mail. Between 25% and 30% of the orders were received in 
these ways. Each dispute was settled independently, but it was 
difficult to decide to whom the order should be credited when two 
salesmen had called on the same customer. No record was kept 
of the dates of calls; so the sales manager usually was unable to 
settle disputes with satisfaction to both parties. Friction between 
salesmen had become so serious by 1927 that it was weakening 
the morale of the sales force. The sales manager therefore estab- 
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Exhibit 1: Prospect card used by sales department of Boden Paper Company. 
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lished a prospect department for the purpose of keeping a record 
by which priority of salesmen’s claims could be determined. 

The prospect department maintained card index files. A pros- 
pect card such as was used is shown as Exhibit 1. 

When a salesman located a prospective customer, he filled in 
spaces 1 through 6 on the prospect card and also space 10. Usu- 
ally the prospect was obtained by a preliminary call. The sales- 
man was not allowed to quote prices when making a preliminary 
call since some other representative of the company might have 
been there and quoted a different price; instances of this sort had 
occasionally caused trouble under the old method. A firm visited 
by a salesman was not accepted as a potential customer unless its 
credit rating was satisfactory as shown in Dun’s Reference Book, 
in Bradstreet’s Ratings, or in some other acceptable way, or until 
the prospect card had been approved by one of the officers of the 
company whose special task was to pass on new customers. 

The prospect department issued a weekly report of new pros- 
pects. If no other salesman claimed a prospect listed in the report, 
the salesman filing the card could treat that prospect as his. If 
another salesman claimed the prospect, however, and if his claim 
was good, “Return to Salesman” in space 8 of the prospect card 
was checked and the salesman filing the card was notified. If, 
however, the prospect in question was one which the second sales- 
man had permitted to become “lapsed,” the claim of that sales- 
man, unless he was able to explain the lapse satisfactorily, was not 
valid and the prospect belonged to the salesman filing the card. 
A prospective customer became lapsed when the salesman claim- 
ing that prospect had failed to secure an order from him within a 
year after filing the prospect card. An actual customer became 
lapsed after a similar period of six months. 

When a salesman made his first sale to a prospect, the prospect 
department obtained the date from the customer’s ledger and 
recorded it in space 11 on the prospect card. The card then was 
transferred from the prospect file to the customer file. The cus- 
tomer file was kept according to salesmen and also according to 
cities and towns. 

After the new plan had been put into effect, the number of dis- 
putes over orders was greatly decreased. The few disputes which 
did occur the sales manager attributed to the fact that the pros- 
pect system had been in use for less than a year. There were 


BODEN PAPER COMPANY 287 


some salesmen, however, who strongly opposed the system. About 
half of the sales force had been in the employment of the company 
for over 10 years. The dissatisfaction was chiefly among these 
men, who had a strong feeling of independence and who did not 
like to be bothered with what they held to be red tape. 


CoMMENTARY: The plan which the Boden Paper Company adopted 
for listing prospects was yielding good results in practice and, despite 
some opposition from several of the company’s salesmen, should have 
continued to serve as a practical means of minimizing disputes regard- 
ing rights to solicit orders from prospective customers. The plan, 
nevertheless, served merely to patch up decrepit methods of sales man- 
agement, which sooner or later would involve the company in difficul- 
ties of a serious character. The lack of systematic control over the 
activities of the salesmen must eventually enervate the company’s sales 
organization.2, The prevalence of such methods in various industries 
helps to explain some of the waste and ineffectiveness in marketing, 
particularly by jobbers in certain trades. 

The looseness of the company’s control over the activities of its sales 
force is indicated by the following facts. Each salesman was permitted, 
within broad limits, to lay out his own routes, to determine his fre- 
quency of calling on each customer, to select his own list of prospects, 
and to look upon each of his customers as a personal customer rather 
than as a customer of the company. The salesmen, furthermore, were 
forbidden to quote prices on the first interviews with prospective cus- 
tomers, because of the possibility that other salesmen from the same 
company might have visited those prospects before and have quoted 
different prices. 

The company’s methods of handling its sales force were analogous 
to the practice which formerly obtained in various factories of turning 
jobs over to factory foremen to be handled according to the judgment 
of each foreman. In well-managed factories that practice has been 
superseded generally by the operation of systems of planning and 
scheduling operations. In sales management, careful sales planning and 
control of salesmen likewise are superseding reliance on the judgment 
of the salesmen in guiding their own activities. The importance of the 
personal acquaintanceships of the salesmen has been proved in numer- 
ous instances to have been exaggerated. In this case, if the company 
had been exercising a systematic control over the activities of its sales- 
men, with definitions of territories or fields for work, the disputes 
would not have arisen over the rights to solicit particular prospects. 


December, 1927 Mase Ge 


2See also Erven Leather Products Company, page 3; Paley Truck Company, 
page 252; Antrim Paper Company, page 288; and Munro-Cliff Company, page 245. 


ANTRIM PAPER CoMPANY"* 
MANUFACTURER AND WHOLESALER—PAPER 


Sates Force Controt—Establishment of Exclusive Territories for Sales- 
men. The sales manager of the company, a manufacturer and whole- 
saler of paper and paper products, proposed to establish exclusive sales 
territories for the company’s salesmen. Under the existing arrange- 
ments each salesman was free to travel in any part of the company’s 
sales territory. This resulted in heavy traveling expenses and in dis- 
putes among the salesmen. The proposal was rejected, however, on the 
grounds that it would be unfair and unwise to disturb the relationships 
which the salesmen had established with customers. 


(1927) 

In 1927 the sales manager of the Antrim Paper Company pro- 
posed to establish definite territories for the company’s salesmen. 

The Antrim Paper Company sold approximately 50 lines of 
paper and paper products, some of which it manufactured itself 
and some of which it purchased for resale. Among the products 
were wrapping paper, paper boxes, gummed tape, paper cups and 
plates, paper towels, and toilet paper. The company’s active sales 
area was limited to New England. Its principal customers were 
manufacturing plants and retail stores. It also sold to hospitals, 
schools, offices, and other organizations. 

The company had 30 salesmen traveling in New England in 
1927. A large proportion of these salesmen had been working for 
the company for 10 or more years. They were given drawing 
accounts and were credited with commissions based upon the 
gross margin on their sales. 

None of the salesmen had definite territories. Each, over a 
period of years, had built up a group of customers which he 
regarded as his own. Each salesman was free to travel in any part 
of New England but was not to call upon any customer or pro- 
spective customer who previously had been visited by another 
salesman of the company. The result of this situation was heavy 
traveling expenses and much ill feeling among the salesmen. 

The chief task of the sales manager was to settle disputes which 
arose among the salesmen as to whose customers such and such 
firms really were. The sales manager for several years had been 


* Fictitious name. 
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encouraging each salesman to concentrate his efforts upon cus- 
tomers located in one or two definite areas rather than to visit 
firms in all parts of New England. These efforts on the part of 
the sales manager were meeting with some success. In several 
instances salesmen’s earnings had improved after the sales man- 
ager had persuaded the salesmen to relinquish to other of the 
company’s salesmen certain customers located at a distance from 
the majority of their customers. Nor had sales to the customers 
transferred from one salesman to another decreased following 
the change. 

The sales manager’s proposal to establish definite territories for 
the salesmen, on the basis of number of customers, potential 
sales, and distances to be traveled, met with decided opposition, 
however, from the salesmen as well as from various of the com- 
pany’s officials. The chief objections to the plan were that the 
salesmen had developed certain accounts and consequently should 
be permitted to retain them; and that many customers probably 
would discontinue buying from the company if different salesmen 
were sent to call upon them. The opposition to the plan was so 
strong that the sales manager was unable to make the proposed 
change. 


CoMMENTARY: This case furnishes an example of the tenacity 
with which antiquated and uneconomical methods of selling persist. 
The theories of those executives of the Antrim Paper Company who 
blocked the adoption of an orderly plan for sales management were 
held a generation ago by numerous companies which since have learned 
that a firm can stabilize its business and increase its profits by care- 
fully planning the work of its salesmen.? 


December, 1927 MaEG: 


2See Erven Leather Products Company, page 3;, Paley Truck Company, 
page 252; Munro-Cliff Company, page 245; and Boden Paper Company, page 283. 





TANSEY SUPPLIES COMPANY’ 
MANUFACTURER—TYPEWRITER SUPPLIES 


Sates Promotion—Use of Missionary Salesmen. The company, a manu- 
facturer of typewriter supplies, which it distributed through its own 
branches, through large stationers to whom it granted exclusive terri- 
tories, and through direct sales to retail stationers, maintained sales- 
men who sold to retailers and who also did missionary work for 
retailers. Because it wished to increase its sales volume, the com- 
pany planned to expand its missionary sales force, believing that a 
further increase in sales volume must depend on increases in the sales 
of the distributors already handling its products. 


(1927) 

In 1927 the Tansey Supplies Company decided that it was 
approaching a saturation point so far as number of distributors 
was concerned, and that for further increases in sales volume it 
must depend chiefly upon increases in the sales of the distributors 
already handling its products. For several years prior to 1927 the 
company had been cooperating actively with its retail customers 
in increasing their sales of its goods. In 1927 the company had 
42 salesmen, 36 of whom, it was estimated, spent 60% of their 
time soliciting orders for the accounts of the company’s retail 
distributors. The company proposed to expand its missionary 
work, and expected to have a sales force of 70 men within five 
years. A corresponding increase in sales volume was anticipated. 

The Tansey Supplies Company was a large manufacturer of 
carbon paper, typewriter ribbons, typewriter oil, and type clean- 
ers. Its products were of high quality, and its prices in general 
were about 20% above the average of its competitors. 

In six cities in the United States, Chicago, San Francisco, New 
York City, Philadelphia, Boston, and Pittsburgh, the company 
maintained branch offices at which it carried stocks and from 
which its salesmen operated. These branch offices sold directly 
at list prices to users in the metropolitan areas in which they were 
located. About 30% of the company’s total sales were made in 
this way. Individual orders received from users ranged in amount 
from $1 to $1,000, and the potential market included every user 
of a typewriter. 


* Fictitious name. 
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In Spokane, Seattle, Los Angeles, Kansas City, New Orleans, 
St. Louis, and Atlanta, the company sold to large stationers to 
whom it granted exclusive territories. These distributors sold at 
retail and also to smaller retailers. The company gave them a 
10% discount from its prices to other retailers in order to make 
it possible for them to handle the business of the smaller retailers 
at a profit. These distributors accounted for approximately 10% 
of the company’s total sales. They all maintained salesmen of 
their own who were thoroughly familiar with the uses and applica- 
tion of the products of the Tansey Supplies Company. 

The company made about 30% of its sales directly to retail 
stationers without exclusive territories. There were approxi- 
mately 6,500 of these retailers selling Tansey products in 1927. 
The company allowed them a 50% discount from list prices to 
users. Average unit orders from retailers amounted to from $25 
to $300. 

The remaining 30% of the company’s sales were distributed: 
10% to foreign countries; 10% to firms which sold the goods 
under their own names; and 10% to manufacturers of typewriters 
and to typewriter distributors. 

Prior to 1904, the Tansey Supplies Company had made all its 
sales directly to users. The company had regularly circularized 
all typewriter owners, offering to send them typewriter ribbons 
on approval for 30 days. In 1904, because the cost of this method 
of distribution had become excessive, the Tansey Supplies Com- 
pany had decided to encourage sales through retailers except in 
the large cities where it maintained branch offices. The company 
employed salesmen to sell to retailers and also to solicit orders for 
the retailers’ accounts. By 1912 the company had 12 salesmen 
selling to retailers and 6 salesmen doing missionary work for 
retailers. Whenever a missionary salesman secured an order for 
a retailer, the retailer was expected to place an order with the 
company for twice the amount of the missionary order. 

In 1912 the company had decided to discontinue the use of 
men for missionary work alone and instead to have the same men 
solicit orders from retailers and from users for retailers’ accounts. 
It had been found that the men who devoted all their time to mis- 
sionary work did not secure sufficient orders to make their em- 
ployment profitable to the company. By having the same men 
solicit orders from retailers and from users, moreover, the com- 
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pany could decrease the size of salesmen’s territories and provide 
for more intensive sales work. 

The Tansey Supplies Company, in 1912, had begun to develop 
a stock control system for its retailers. Retailers using this system 
were expected to order each month sufficient of the company’s 
products to bring their stock up to a standard based on past sales. 
By 1927 an improved form of this stock control system as spon- 
sored by a national trade association was in use by most of the 
large and well-managed stationers’ stores in the United States. 
The general sales manager of the Tansey Supplies Company stated 
that use of this system encouraged the company’s salesmen to try 
to increase the retailers’ sales inasmuch as the size of the orders 
which the retailers placed depended on their past sales. 

The company constantly had added to its sales force, until in 
1927 it had 42 salesmen in addition to its 6 branch managers, 
who also were active in selling. These salesmen were paid small 
salaries and a 10% commission on all sales in their territories. 
Total expenses of the salesmen, including salaries, commissions, 
and traveling expenses, averaged approximately 18% of sales in 
their territories. The salesmen traveled from the central office 
and also from the company’s branch offices. With the assistance 
of the branch managers, the salesmen sold directly to users in the 
cities in which the branches were located. Orders were solicited 
from small users as well as from large users, and individual 
orders varied widely in size. 

Beginning in 1925, the company had undertaken to increase its 
sales to large users by instructing them in special applications of 
its products and by otherwise assisting them with problems in 
which the use of carbon paper and typewriter ribbons was in- 
volved. In 1927, 6 of the 42 salesmen were devoting most of their 
time to this work with large users. The company estimated that 
about 10% of its sales were made directly to large users as a 
result of this special sales service. Most of the large users were 
located in the cities where the company made all sales direct, but 
the company also sold directly in other territories to large users 
requiring technical sales service. 

Thirty-six of the company’s 42 salesmen spent the larger part 
of their time outside the cities in which the company sold directly, 
soliciting orders for retailers and assisting retailers’ salesmen to 
secure orders. These salesmen, the general sales manager esti- 
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mated, spent approximately 60% of their time soliciting mission- 
ary orders. They called upon small as well as upon large users. 
The remainder of their time, except that spent in direct selling in 
the branch cities, the salesmen spent in taking orders from 
retailers, instructing retailers’ salesmen in sales methods, address- 
ing meetings of retailers’ salesmen, encouraging retailers to install 
the standard stock control system, distributing dealer helps pro- 
vided by the Tansey Supplies Company, and in otherwise assist- 
ing retailers. The manufacturer’s salesmen often accompanied 
retailers’ salesmen on sales visits. The general sales manager esti- 
mated that approximately 33 1/3% of the orders which the com- 
pany received from retailers resulted from the direct and indirect 
work of the Tansey salesmen on behalf of the retailers. Tansey 
salesmen did not solicit orders for distributors having exclusive 
territories, but they did advise and instruct the salesmen of those 
distributors in methods of selling Tansey goods. The manufac- 
turer’s salesmen did not receive commissions on sales in the exclu- 
sive territories. 

The retailers who sold Tansey goods in many instances also 
sold similar merchandise made by other manufacturers, usually 
merchandise lower in quality and price than Tansey merchandise. 
The retailers’ salesmen who sold Tansey products of course sold 
other lines as well, but the general sales manager of the Tansey 
Supplies Company stated that there was a growing tendency 
toward merchandise departmentization on the part of stationers, 
and that in many stationery stores salesmen were employed to 
concentrate their entire time upon carbon paper, typewriter rib- 
bons, and other items used by the same consumers. In the organi- 
zation of a purchaser, the salesman usually saw the assistant pur- 
chasing agent, the office manager, or the head stenographer. 

At the close of each week, each salesman sent to the central 
office a route list showing the towns which he intended to visit 
during the following week, and an expense account for the week 
past. This expense account was accompanied by vouchers and 
showed the towns where the salesmen had been during the week. 
By comparing the route list for a given week with the salesman’s 
expense account for that week, the sales manager could ascertain 
whether the salesman was covering the territory as planned. The 
sales manager also received from the salesmen weekly reports of 
sales, which, together with his visible index records showing past 
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purchases of customers, provided a check on the salesmen’s cur- 
rent work. 

In addition to the assistance which the company gave its 
retailers by means of its salesmen, the company sent each month 
to each of its retailers and to those of their salesmen who were 
selling its products a four-page leaflet discussing some specific 
sales problem such as “Sales Organization” or “Training of 
Salesmen.” The company also distributed to retailers and their 
salesmen each month a house magazine discussing company poli- 
cies, advertising Tansey products, and containing other reading 
matter of general interest. In addition the company provided its 
retailers with display materials and with circulars for distribution 
to their customers. The retailers, finally, were assisted by the 
company’s national advertising. The company customarily adver- 
tised in the Saturday Evening Post, Sunset, The Rotarian, Pur- 
chasing Agent, The Gregg Writer, Office Appliances, Geyer’s 
Stationer, Pacific Stationer, and Typewriter Topics. For space 
advertising the company spent an amount equal to about % of 
1% of sales; and its expense for dealer helps was about 1% of 
sales. 

The company’s sales volume was increasing satisfactorily, and 
the executives were convinced that the company’s plan of assist- 
ing retailers was sound. Each retail stationer carried hundreds of 
items in stock and, in the sales manager’s opinion, those manu- 
facturers who gave retailers the most assistance would be the ones 
whose products would receive the most attention from the 
retailers. The company planned, therefore, to increase the num- 
ber of salesmen gradually, until it should have a force of 70 sales- 
men by 1932. It was expected that 15 of these 70 salesmen would 
devote their time to work with large users. The other 55 sales- 
men would solicit orders for retailers and would assist the retailers 
to increase their sales of Tansey products. 


CoMMENTARY: The chief problem presented by this case is regard- 
ing the soundness of the company’s decision to increase the number of 
salesmen from 42 to 70.” On that question the evidence is inconclusive. 

The company desired to increase its sales, but the advantage of an 
increased volume is not definitely indicated. Presumably a larger 

* For discussion of use of missionary salesmen for consumers’ goods, see Nyanza 


Company, 5 H.B.R. 454; Sussex Company, 5 H.B.R. 460; and Merritan Company, 
5 H.B.R. 470. 
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volume of sales was expected to lower unit costs of production, but the 
cost of securing the increased volume should be weighed, of course, 
against the savings to be effected. 

The Tansey Supplies Company was catering to a relatively inexpan- 
sible market. The quantity of carbon paper and other typewriting sup- 
plies used was governed largely by the amount of typewriting which 
business and professional firms needed to have done, in other words, 
by their business and professional activities; and the Tansey Supplies 
Company obviously could not, appreciably, influence those activities. 
Under these circumstances, the company could increase its sales rapidly 
only by encroaching upon those portions of the market previously 
enjoyed by competitors. 

The company’s plan of using more intensive solicitation as a means 
of increasing its sales promised better results than could have been 
secured by cutting prices. Nevertheless, that does not prove that the 
rapid expansion of missionary work contemplated would yield results 
commensurable with the cost. 

Thirty per cent of the company’s sales were made to the 6,500 
retailers who were not exclusive agents. Thirty-six of the company’s 
salesmen, it was estimated, spent 60% of their time in missionary 
work, and their efforts were responsible for one-third of the orders 
received from nonagency retailers. Hence, 60% of the expense of em- 
ploying and maintaining 36 salesmen was incurred for securing 10% 
of the sales which the company made. 

It is stated in the case that the total sales of the company to 
retailers were expected to increase in the same proportion that the 
number of salesmen was increased. The experience of other companies, 
however, did not warrant such an assumption. On the contrary, that 
experience indicated that by employing more missionary salesmen there 
would be a small increase in total sales but that a larger proportion of 
the sales made by retailers would be on orders taken for retailers by 
Tansey Supplies Company salesmen. To the extent that the new sales- 
men whom it was proposed to employ would write orders for dealers 
that the company would secure anyway, marketing expense would be 
increased without any materially offsetting gain. The fact that the 
retailers already were receiving a discount of 50% from list prices 
rendered the assumption of additional marketing costs a matter of 
grave concern. 

The company’s sales, it is stated, had been increasing at a “satis- 
factory” rate, yet a faster rate of increase was to be sought. It is not 
stated, however, whether the sales to retailers who held exclusive fran- 
chises, sales to other retailers, or sales directly to users had been in- 
creasing most rapidly. Evidence on the relative trend of sales in these 
three sections of the company’s market, nevertheless, was pertinent to 
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the decision to increase heavily the amount of missionary work in the 
retailers’ fields. Since missionary work was not carried on, further- 
more, in territories in which exclusive franchises were granted to 
retailers, but exclusive agents were granted protection against compe- 
tition from other dealers in the line and were allowed an extra 10% 
discount, a comparison of the results and of the trends of sales in the 
exclusive territories and in the nonexclusive territories would be enlight- 
ening. Such a comparison would aid in formulating an opinion regard- 
ing the merits of the two types of distribution and the relation of 
missionary sales work thereto. An analysis of the effectiveness of the 
company’s technical sales service with typical large users also would be 
instructive. 

The company’s products were of a sort for which there was an 
almost universal market among business and professional firms. Inas- 
much as there were many small users of such goods who bought in 
small lots, retailers’ services were necessary for supplying a part of the 
market. The very circumstances, however, which made retailers’ serv- 
ices necessary in distributing the goods to small users must have ren- 
dered the cost of missionary work very high, in ratio to sales, in the 
cases where the missionary men solicited orders from the small users. 
The market among large corporations presented a very different sort of 
problem. There the individual orders presumably were larger, the 
aggregate market greater, and the interest of the buyers in the technical 
qualities of the goods keener. In the latter market, however, competi- 
tion was likely to be especially keen. 

For the markets where it sold directly to users the company prob- 
ably had records of experience to show the relative volume of sales to 
large and to small users, the typical size of orders from each class of 
customers, and the delivery requirements. These records could have 
been used advantageously in determining whether the efforts of the 
missionary salesmen were to be directed at all users indiscriminately 
or whether they should be concentrated on the large users. 

The employment of missionary salesmen to train retailers’ salesmen 
is still a moot question. A full statement of the results of this com- 
pany’s experience, with detailed facts and figures, ought to throw sig- 
nificant light on the subject. In the absence of these facts and without 
the other information which has been indicated as lacking, the com- 
pany’s practice in employing missionary salesmen is not one that safely 
can be recommended for adoption by other companies catering to a 
similar market. 


September, 1927 M. T. C. 


STRENGTH UNIon Company’ (B) 
MANUFACTURER—PIPE UNIONS 


SALES PRromotTion—Discontinuance of Missionary Sales Work. The com- 
pany, a manufacturer of high-grade heavy pipe unions, had succeeded 
in gaining wide recognition and distribution for its products by means 
of advertising and missionary salesmen. Because the unions were well 
established, and also because they no longer were distinguished by spe- 
cial features from competing unions, the company decided to discon- 
tinue its missionary sales work. 

(1925) 

The Strength Union Company manufactured heavy pipe unions 
of good quality for use mainly on high-pressure pipe lines. For 
about 12 years the company had advertised extensively in 3 trade 
papers which covered the 3 principal markets for these unions— 
the power industry, the oil industry, and the railroads. In addi- 
tion, it had employed from one to ten missionary salesmen to 
assist distributors and to encourage users to order Strength 
unions. In 1925 the company considered discontinuing the use 
of missionary salesmen on the ground that Strength unions had 
become so well known that missionary work was largely wasted 
effort. 

The foundry, the machine shop, and the sales office of the 
Strength Union Company were located in New York. The com- 
pany had manufactured pipe unions for over 15 years. Prior to 
1910, sales of the company had been mostly local, and although 
the company had placed a trade-mark on its products, that trade- 
mark had not gained recognition among consumers. The products 
were sold purely on a price basis in competition with numerous 
other makes of pipe fittings. About 1910, however, the company 
started an advertising campaign in a trade paper of national dis- 
tribution in the power field to exploit patented improvements 
which the company had made in its unions. This advertising 
emphasized the patented features of the unions and several other 
features which differentiated the Strength unions from competing 
unions. Many of the competing unions prior to r9ro required 
leather or rubber gaskets to keep the joints from leaking. The 





* Fictitious name. See also Strength Union Company (A) and (C), pages 166 
and 372, respectively. 
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Strength unions had a ground metal-to-metal ball joint which did 
not require the use of a gasket or any sealing compound. Although 
the company continued, after 1910, to manufacture a few light 
unions sold wholly on a price basis, it specialized in the manufac- 
ture of heavy, durable pipe unions and a few other steam-fitting 
specialties, such as flange unions, elbows, and tees. The company 
directed its advertising to engineers, steam fitters, and master 
plumbers, since those were the individuals who, in most industrial 
factories and power stations, specified or requisitioned pipe fit- 
tings. Purchasing agents frequently did the actual purchasing, 
but they seldom determined the brand to be bought. By adver- 
tising and the use of missionary salesmen the company had estab- 
lished a recognition for its products and a reputation for quality 
which lifted the products out of the strictly competitive class 
into a class of specialties which engineers in many instances spec- 
ified in order to insure lasting and tight-fitting pipe connections. 

When the company first began to distribute its products nation- 
ally, it had followed, in general, a policy of making certain supply 
firms its exclusive distributors. In the oil fields, for example, it 
had appointed as exclusive distributors two companies which had 
branches in most of the oil producing centers. To secure distri- 
bution of unions for use in power stations, factories, and large 
buildings, the company in most instances had appointed as exclu- 
sive distributor a supply firm in each large city. The steam fitters’ 
and plumbers’ supply firms sold to steam-fitting or plumbing con- 
tractors and directly to power stations and large industrial organi- 
zations such as steel mills. The company usually had four or five 
regular salesmen who called upon the distributors. 

In addition to its regular salesmen, the company, after starting 
its national advertising campaign in the trade papers, regularly 
had employed a force of missionary salesmen which varied in 
number at different times from one to ten. These salesmen called 
upon engineers in power stations, in industrial factories, and 
in contracting firms to demonstrate the superior qualities of 
Strength unions in order to encourage the engineers to specify 
those unions for use in their plants. These salesmen also called 
upon steam fitters and master plumbers in large industrial com- 
panies and upon plumbing and steam-fitting contractors who were 
customers of the supply firms. The salesmen took orders, which 
were filled through local supply firms representing the company. 
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The company had found that the use of these salesmen helped to 
introduce Strength unions in many places where the supply firms 
with their large line of other products had not succeeded. T he 
missionary salesmen reduced the sales resistance which the sup- 
ply firms had to overcome and secured more customers for them. 

The sales methods of the company had been successful and its 
sales volume had increased steadily. The company gradually had 
discontinued its policy of granting exclusive distribution fran- 
chises to supply firms and had adopted instead a policy of select- 
ing two or more large distributors in each large city. The 
Strength unions became so well known among engineers and con- 
tractors that the company found that the use of exclusive distrib- 
utors limited its sales volume; contractors in many instances pur- 
chased regularly from one supply firm and rarely split their pur- 
chases. In 1925 the company had one missionary salesman and 
three salesmen who visited supply firms. The regular salesmen, 
because of their large territories, were able to call upon supply 
firms only once or twice a year. 

Orders came in regularly from the supply firms which carried 
the Strength unions, without personal solicitation by the sales- 
men. About 60% of the company’s sales were on reorders. 

The company had added no new features to its products after 
1910, and by 1925 other companies were advertising unions for 
high-pressure pipe lines which were of a quality practically equal 
to the Strength unions. In 1925 the Strength unions, therefore, 
were coming to compete more on a price basis than had been the 
case during the first ten years that they had been advertised. For 
two or three years preceding 1925 the missionary salesmen had 
reported that in practically every instance the persons upon whom 
they called already were acquainted with Strength unions and 
their advertised advantages. The missionary salesmen in the first 
few years had turned substantial orders over to local supply firms. 
By 1924, however, the annual orders secured by a missionary 
salesman had diminished to a point where they were unimportant. 

One official of the Strength Union Company advocated the dis- 
continuance of the missionary salesmen. These salesmen had 
been employed during the period from 1910 to 1925 to intro- 
duce the products and to demonstrate their advantages to people 
who were not acquainted with them. In 1925, however, conditions 
indicated that Strength products were well known in the trade. 
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The expense of using missionary salesmen had increased three- 
fold per salesman over the cost prior to the beginning of the 
World War. For missionary salesmen the company usually had 
employed young men, in many instances college graduates. In 
925 it was necessary to pay on of these salesmen about $50 a 
week for salary and about $75 a week for traveling expenses. 
While sales expenses were increasing, the margin of profit grad- 
ually was decreasing because of the increasing competition. 

Another official of the company urged that it was a mistake to 
slacken the sales effort. The regular salesmen, since they called 
on wholesale supply firms so infrequently, were not in a position 
to give much sales help to those distributors. In some instances 
those salesmen called upon large users of unions to encourage the 
use of Strength unions, but they ordinarily did not have the time 
to call upon the numerous smaller users. Supply firms, because 
of the large number of items in their lines, ordinarily did not push 
any one item. Their salesmen acted rather as order-takers. This 
official was convinced that missionary salesmen justified théir 
expense by keeping the name of the unions before users or pro- 
spective users and by combating tendencies toward the substitu- 
tion of other unions on a price basis. The company decided, in 
1925, to discontinue the use of missionary salesmen. 

Commentary: This case illustrates that after a product of this type 
has become generally known and its merits recognized, promotion of 
sales through missionary salesmen is less needed and less effective than 
during the introductory stages of distribution.2 During the first years 
of advertising, moreover, the Strength union had special characteristics 
which individualized it. The advertising stressed these features. Per- 
sonal solicitation of large users to call the merits of the union to their 
attention and to induce them to adopt it or ask for it from their supply 
firms was aggressive selling and probably effective. 

After years of advertising and selling, however, the value of such 
demonstration became less. Moreover, by 1925 the patentable features 
of the product no longer belonged exclusively to this company. The 
product that had been a specialty was becoming more or less of a 
staple. Missionary salesmen had no unique message to present to the 
consumer and no unique buying motive to which to appeal. In view 
of the decreasing effectiveness and rising costs of such promotion, it was 
advisable to discontinue it. 

June, 1926 Nora ee 


*See also, for further discussion of use of missionary salesmen, Nyanza Com- 
pany, 5 H.B.R. 454; Sussex Company, 5 H.B.R. 460; Merritan Company, 5 H.B.R. 
470; and Tansey Supplies Company, page 200. 


MaxMAN-TIMBALL CoMPANY* 
MANUFACTURER—COPPER BOILERS AND EXPANSION JOINTS 


Sates Promotion—Use of Missionary Salesmen to Assist Manufacturers’ 
Agents. The company, which manufactured copper boilers and piping, 
expansion joints, and other plumbing equipment, sold the expansion 
joints in New York City through its own salesman, in New England 
through two salesmen who combined selling and missionary work, and 
in the Middle West through 26 manufacturers’ agents. In 1925 the 
company decided to employ as a missionary salesman for the western 
territory an engineer familiar with the company’s products, who would 
solicit orders for large special jobs as well as call upon users and poten- 
tial users in the industries constituting the company’s chief markets for 
expansion joints. 

Sates Promotion—Use oj Missionary Salesmen to Assist Wholesalers. The 
market for copper boilers made by the company, which also manu- 
factured copper piping, expansion joints, and other plumbing equip- 
ment, was limited to New England, where it maintained one salesman, 
who sold chiefly to wholesalers. In 1923 the company employed a mis- 
sionary salesman who called upon plumbers in this territory but took 
no orders. In 1924 the company decided to continue its missionary 
work for boilers but to divide the New England territory between two 
men, each of whom would both sell and do missionary work. 

(1924-1925) 


The Maxman-Timball Company, located in New England, 
manufactured copper boilers for storing hot water for domestic 
use, copper piping, jacketed kettles, expansion joints, and miscel- 
laneous special products, and it also manufactured and installed 
complete refining systems for the manufacture of chemicals. The 
company’s chemical equipment business was operated entirely 
separately from its other business in respect to sales. All sales- 
men for the refining installations were technical engineers; the 
number of potential customers was small; and each job amounted 
to from $100,000 to $1,000,000. 

In marketing its expansion joints and copper boilers, the chief 
products of the nonchemical branch of its business, the company 
was faced with the problem of deciding upon methods of sales 
promotion. In this connection the company experimented with 
the use of missionary salesmen. After having done missionary 





1 Fictitious name. 
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work for its copper boilers for two years, the company, in 1925, 
contemplated employing missionary salesmen for its expansion 
joints. 

The Maxman-Timball Company had been in continuous opera- 
tion for more than 75 years. During that time its products had 
been changed radically. The manufacture of boilers had been 
continuous, but the business in expansion joints had been devel- 
oped since 1912. At one time, the major part of the company’s 
business had been in cornices and other metal roofing work. 
Those products, however, had been discontinued entirely. A water 
sprayer for use by power plants had been an important product at 
one time. When sales of the sprayer had begun to fall off, the 
company had made a market survey which showed that there was 
no future for that product, inasmuch as power plants were being 
located near plentiful supplies of water so that demand for the 
sprayer, which served to conserve the water supply, would con- 
tinue to decline. In view of this, the company had discontinued 
practically all sales promotion and advertising for that line and 
merely had sought, while some demand for the sprayers yet 
remained, to realize what advantage it could from the reputation 
which it previously had acquired as a manufacturer of sprayers. 
Decisions as to what to make were in the hands of the sales man- 
ager and the administrative officers. 

The market for copper boilers such as the company made was 
restricted to New England. In other parts of the United States, 
iron boilers were used. Prices of copper boilers were about three 
times as high as prices of iron boilers. It had been suggested at 
various times that the company should undertake to extend its 
market for boilers. The company had decided, however, that the 
cost of educating the public outside of New England, where 
copper boilers had been the first to be used, to the advantages of 
copper boilers would be prohibitive for one manufacturer. More- 
over, the company’s expansion joints, particularly one type for 
which the company held a patent, were more profitable than were 
the boilers, and consequently the company preferred to devote its 
major sales efforts to that line. 

Until 1923, for the nonchemical part of the business, the com- 
pany had maintained one salesman in New England. This sales- 
man’s sales efforts for boilers had been supplemented by a limited 
amount of advertising in plumbers’ trade papers. In 1923, how- 
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ever, the company had decided to discontinue advertising in 
plumbers’ journals and, with the money it customarily spent for 
that purpose, to employ a missionary salesman for the boilers. 
This step was recognized as an experiment. The company sold 
the boilers chiefly to wholesale firms handling plumbers’ supplies. 
In addition, it sold some boilers in large sizes directly to plumb- 
ers and made some sales to manufacturers of gas heating equip- 
ment. The missionary salesman whom the company employed 
was to call upon plumbers to encourage them to purchase the 
company’s boilers in preference to competing boilers, but he was 
to take no orders. During the first year of missionary work, the 
company’s sales of boilers increased 10%. 

In 1924 the company had decided to continue its missionary 
work for boilers but, instead of having one man do missionary 
work exclusively and one sell exclusively, to divide the New 
England territory between two men, each of whom would both sell 
and do missionary work. This change was made primarily because 
it was less expensive to have the territory divided than to have 
two men traveling in the same territories. The combined mis- 
sionary men and salesmen spent a large part of their time calling 
upon plumbers who bought from supply firms. Frequently the 
salesmen would go for several weeks without securing an order. 
The salesmen were instructed to call about four times a year upon 
the larger plumbers, comprising about 20% of the total number, 
and once a year upon the other 80%. Sales analyses had shown 
that the plumbers who made up the 20% constituted the market 
for about 80% of the company’s boilers. In 1924 the company 
also resumed its advertising in plumbers’ trade journals. The 
general sales manager, who also controlled the company’s adver- 
tising, was not convinced that the results of this advertising were 
commensurate with the cost, since the journals circulated nation- 
ally, whereas the company’s market for boilers was limited to 
New England. In view of competitors’ advertising, however, he 
deemed it unsafe for the company not to advertise. Sales of 
boilers had continued to increase by about 10% each year. 

In 1925, after having done missionary work for its boilers with 
satisfactory results, the company contemplated doing similar 
work for its expansion joints. 

Maxman-Timball expansion joints were of two types, one of 
which was unpatented and one patented. Competition on joints 
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of the unpatented type, which were used chiefly by power plants, 
was keen, and the company’s sales of that type were small. The 
patented joints had special features that distinguished them from 
competing expansion joints and rendered them superior to other 
makes. In view of the special features, Maxman-Timball joints 
were higher in price than other joints used for the same purposes. 

The company’s patented joints were for use on pipe lines 
through which steam or hot fluids passed. The joints were placed 
at intervals on the pipe lines and were so constructed as to allow 
for the expansion produced by the heat. 

The largest single market for the patented joints, which ranged 
in price from $50 to several hundred dollars each, was among cen- 
tral stations for heating groups of buildings. In many cities, 
groups of offices, stores, and other buildings were heated by cen- 
tral plants, often operated by local public utility companies. Col- 
lege buildings also in many instances were heated centrally. Sales 
of expansion joints for central heating frequently were made, 
directly by the company or through its representatives, to heating 
contractors employed to install heating systems. Consulting engi- 
neers who in their specifications named makes of equipment to 
be used and were also influential in this market. In the four years 
1920 to 1923, 49% of the company’s sales of the patented joints 
were for central heating. Other users were automobile manufac- 
turers, iron and steel manufacturers, oil refiners, pump manufac- 
turers, manufacturers of chemicals, rope manufacturers, and man- 
ufacturers of soaps. The company had sold the expansion joints 
to 40 different industries. 

Most of the company’s sales of expansion joints were for new 
work. Sales for replacements were infrequent, and no repairs were 
required. In value, unit sales of the joints ranged from $50 to 
$50,000. There was no typical unit of sale, and the sales volume 
varied widely from month to month. Annual sales, exclusive of 
occasional very large orders, amounted to approximately $500,- 
ooo. The joints were standard, but, except for a few of the more 
common sizes, the company did not carry stocks. More than 150 
sizes were made, and demand was so sporadic that it was impos- 
sible to forecast accurately what sizes would be ordered. For 
several years only one or two joints of a particular size might be 
sold, and then the company might receive an order for a hundred 
joints of that size. 
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In New England, the expansion joints were sold by the same 
men that sold the copper boilers, the piping, most of which went 
to the paper industry, and the jacketed kettles, which were sold 
chiefly to confectionery manufacturers. In New York City, a man 
was maintained for the sale of expansion joints, although he 
would take orders and answer inquiries for the company’s other 
products. In the northern states east of Omaha and west of the 
New England states and New York City the company sold through 
manufacturers’ agents, who also sold other products. The addi- 
tional lines carried by some of the company’s agents in the Middle 
West were such that those agents made the larger part of their 
sales to power plants, rather than to central heating stations and 
heating contractors. This situation resulted from the fact that 
the company originally had selected the agents to sell its water 
sprayers. Since the time when demand for the water sprayers had 
declined, the company had not deemed it expedient to change its 
agents; the company was looking for new products to add to its 
line and was unwilling to make any change in its agency arrange- 
ments until those products had been determined upon. There 
were 26 agents selling the company’s expansion joints. On all 
sales of the company’s expansion joints made in their territories 
they received a 10% commission. All shipments of the expansion 
joints were made from the company’s factory. The company had 
no direct control over the activities of these agents, and it did not 
know how often they covered their territories. Ordinarily the 
company made about 33 1/3% of its sales of expansion joints 
through these es 

The company’s New York salesman was paid a salary and, in 
addition, a commission on sales in excess of an amount scinelens 
to absorb his salary and expenses. This arrangement operated as 
follows. From the beginning of each year, commissions on the 
salesman’s sales were computed at 10%. Until the commissions 
so computed equaled the salesman’s salary for the year plus his 
estimated expenses for the year, he received no commission. After 
that point was reached, the salesman received a 5% commission 
on sales for the remainder of the year. The New England sales- 
men were paid on virtually the same basis. 

The company had made no effort to develop sales in the South 
or west of Omaha. The sales manager was convinced that the 
company should concentrate its sales efforts upon its most profit- 
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able markets rather than try to get the widest distribution pos- 
sible. Some sales were made in the South and West, however, as 
a result of the company’s advertising. The company spent 
approximately 4% of its gross sales of expansion joints for adver- 
tising them in trade journals. It did very little direct-mail adver- 
tising. The sales manager stated that trade paper advertising had 
been effective in introducing the expansion joints originally, and 
since then in stimulating inquiries. 

The salesmen of the Maxman-Timball Company, as well as the 
sales manager and an engineer at the factory, were prepared to 
give technical advice to purchasers on questions pertaining to use 
of the expansion joints, and also to supervise installations. These 
services were offered not so much as a sales argument as a means 
of protecting the company’s reputation, inasmuch as proper appli- 
cation and installation of the joints were essential to satisfactory 
operation. Most consulting and designing engineers, however, did 
not welcome engineering assistance from the company. When 
they were employed for a job they wished to do it themselves. The 
expense of the technical service was not separated from the sales 
expense. 

Whenever the company, either through inquiries received as a 
result of its advertising, through its salesmen or agents, or by 
other means, learned of a construction job in which a large num- 
ber of expansion joints would be needed, it sent some member of 
the organization to the prospective customer to secure the order. 
These large jobs were not numerous, but they frequently were 
widely scattered. In New England and New York City the sales- 
men for those territories or the sales manager made the calls. The 
sales manager also negotiated for such large orders in the western 
territory. By 1925, however, it had become apparent that the sales 
manager could not do this work for the whole of the western terri- 
tory. A man was needed to take care of the large jobs in the terri- 
tory west of Cleveland. This work, however, would require only 
a small part of the time of one man. It was proposed, therefore, 
that the company should employ as a missionary salesman for the 
western territory a man who also could be sent to large prospec- 
tive customers who were in the market for expansion joints. 

The company decided to employ a man for missionary work as 
proposed. The man employed was an engineer familiar with the 
company’s products. In addition to being prepared to solicit 
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orders for large special jobs of which the company learned, he was 
to call upon users and potential users in those industries which 
constituted the company’s chief markets and also upon heating 
contractors and consulting engineers. On these visits he was to 
explain and demonstrate the advantages of the Maxman-Timball 
joints as compared with other makes. Such visits would not be 
for the purpose of securing immediate orders; any orders which 
the missionary salesman did obtain would be credited to the 
agents in whose territories the customers were located. The com- 
pany proposed to pay this missionary salesman a commission on 
all orders which it received from his territory. The missionary 
salesman, however, preferred to receive a flat salary. The com- 
pany therefore agreed to pay him a salary and expenses. 

During the three years following his employment, the company 
was satisfied with the work done by the missionary salesman. He 
spent about 10% of his time in Chicago. During the remainder 
of the time, except when he was negotiating for orders for special 
large jobs, he traveled through the territory, working in coopera- 
tion with the manufacturers’ agents. He devoted about one-third 
of his time to calling upon central heating stations to familiarize 
them with the merits of Maxman-Timball joints, so that when 
they needed expansion joints they would purchase that make. 
Each year he called at least twice upon each central heating sta- 
tion in his territory. Approximately 25% of his time was spent in 
calls upon heating contractors and consulting engineers. In the 
remainder of his time, he visited firms in other industries which 
used expansion joints. Ordinarily, he took few orders. The com- 
pany allowed him freedom in planning his routes and in deciding 
whom to call upon. The company’s check upon his work was 
orders received from his territory. 

In New England and New York City, the company’s salesmen 
did some work of a missionary character. That is, they not only 
called to solicit orders, but also called upon consulting engineers 
and upon users of expansion joints to acquaint them with the 
advantages of Maxman-Timball joints. In the territory between 
New York City and Cleveland, the company’s agents were ex- 
ceptionally active in calling upon central heating stations and 
heating contractors, so that missionary work did not appear to 
be necessary there. The general sales manager stated that with 
a better selection of agents in the Middle West less missionary 
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work would be needed. It was his opinion, however, that some 
missionary work would need to be done until the company 
had developed a full enough line so that the agents would be 
willing to devote their chief efforts to that line. 

Sales of Maxman-Timball expansion joints of the patented type 
showed annual increases in excess of 10%. Sales in the first seven 
months of 1927 were as large as total sales of the joints in 1926. 
Central heating stations continued to be the largest market for the 
joints. Of total sales of the patented expansion joints, 68% were 
for central heating in 1924; 63% in 1925; and 65% in 1926. 


ComMENTARY: Before entering upon a discussion of the main issue 
in this case, it is worth while to call attention to several other decisions 
reached by this company. It is significant that the company had segre- 
gated the sales organization for its chemical equipment business from 
the organization handling its other sales. This decision is in accordance 
with the principle which has been stated in commentaries on other 
cases?: namely, that when the markets for two or more lines are dis- 
tinct and the volume of trade in each is large enough to support a sep- 
arate sales force, the sales organization should be segregated. The 
second point to be mentioned is the company’s merchandising practice 
in discontinuing active sales efforts for a line like sprayers when it 
became convinced that the market was decadent. The third point is the 
decision of the company not to attempt to stimulate sales of copper 
boilers outside of New England in territories where the common prac- 
tice was to use iron boilers. Inasmuch as each family has a new hot- 
water tank installed only at very infrequent intervals, the task of 
changing the general preference from iron tanks to copper tanks un- 
doubtedly would have required a prohibitive advertising expense, espe- 
cially since the company could not have been sure of retaining for 
itself the major portion of such demand for copper boilers as was 
stimulated. 

The main issue in this case is concerned with the performance of 
missionary work by the company’s salesmen. The problem clearly is 
subdivided between missionary work for boilers and missionary work 
for expansion joints. 

The missionary work of the company’s salesmen on boilers in New 
Englarid was of a goodwill type, rather than of the solicitation type 
which is used by so many other companies. In calling upon the large 
plumbers four times a year and upon other plumbers once a year, 

See Tinkham, Littell, Incorporated, 2 H.B.R. 507; Circle Auto Supply Com- 
pany, 3 H.B.R. 172; American Locomotive Company, 3 H.B.R. 150; Rice Motor 


Company, 3 H.B.R. 154; Clipper Truck Company, 3 H.B.R. 163; Fishback-Harris 
Company, 2 H.B.R. 116. 
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the salesmen were not duplicating the work of the wholesalers who 
distributed the company’s products. These missionary calls served to 
personify the Maxman-Timball Company to the plumbers and thereby 
to stimulate patronage for its products. Appreciation of the courtesy 
of this personal attention probably accounts for the increased pur- 
chases of the company’s tanks by plumbers. 

In selling expansion joints in territories outside the New England 
and New York markets the conditions which the company faced were 
very different from the conditions in the market for hot-water tanks in 
New England. The performance of missionary work on expansion 
joints in the middle-western market emphasized a weakness on the part 
of the manufacturers’ agents, which the company recognized. The de- 
cision by the company to send its own salesmen to solicit large special 
orders in the Middle West also was evidence of the same weakness. 
When the company not only undertook to obtain the orders directly on 
large special jobs, allowing its agents their regular commissions on 
those sales, but also began to send its salesmen to large users for mis- 
sionary oo the company was performing services which the right 
sort of agents should have performed. It is to be noted that in the 
territory between New York City and Cleveland the agents were so 
active that missionary work was not deemed necessary. This fact again 
emphasizes the weakness of the agents in other territories. 

The company was marking time on its marketing plans in the middle 
western region, pending the addition of new products to its line which 
would warrant the selection of new agents. The existing agents, with 
the exceptions noted, were not securing satisfactory results in selling 
expansion joints, since they were primarily agents for power plant 
equipment. To remedy the shortcomings of the agents, the company 
was performing missionary work and thereby incurring expense. The 
amount of the expense involved was not large, to be sure, and the 
period during which it was to be incurred presumably was to be tempo- 
rary. Nevertheless, the problem should not have been sidetracked as of 
minor importance, because it might rise again in the future under more 
embarrassing conditions. 

The demand for expansion joints was so irregular that it at first 
appears that manufacturers’ agents, who were selling several lines, 
should have fitted especially well into the Maxman-Timball Company’s 
distribution plans. Nevertheless, the agents who were selected to sell 
sprayers generally were not efficient agents for expansion joints. If a 
new lot of agents were selected to sell expansion joints and whatever 
new product was added to the company’s line, might they not also prove 
unsatisfactory for selling still other products which the company would 
add as it kept abreast of new industrial developments? In other words, 
it appears doubtful whether the extra expense which the company 
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was incurring for missionary work while it was marking time was build- 
ing for the future. There seems, therefore, to be uncertainty as to 
whether the company would be able to count on having found a gen- 
uine solution for its sales problem when it had made a new selection of 
agents. This case thus brings to the forefront the fact that a company 
which employs manufacturers’ agents has a much less tractable sales 
organization than a company has which employs only private sales- 
men. Yet a tractable organization is of great value in meeting changing 
market conditions. 

In conclusion, a question is to be raised regarding the company’s 
advertising policy. The company deemed its advertising of expansion 
joints profitable; perhaps its success in advertising the joints resulted 
from the fact that they had patented features to exploit. The company 
was advertising hot-water tanks, however, because it was afraid not to 
advertise, and the sales manager was skeptical of the worth of that 
advertising. Advertising undertaken in that spirit seldom is productive. 


July, 1927 MAETG 


Otway MAcHINERY ComMPANY? 
MANUFACTURER—MIXING AND SEPARATING MACHINERY 


TECHNICAL SALES SERVICE—Methods of Charging for. The company, in 
view of the technical nature of its mixing, separating, and other ma- 
chines, deemed it necessary to extend to users designing and planning 
engineering service as well as erection service. The cost to the com- 
pany of its engineering services was substantial and was not fully 
counterbalanced by payments from customers using the services; con- 
sequently the company’s net earnings were unsatisfactory. The com- 
pany’s problem was to find a satisfactory means of meeting the cost 
of its engineering department; this might be done through levying a 
charge for engineering work separate from that for machinery or 
through including the full cost of the engineering work in machinery 
prices. 


(1928) 


In the latter part of 1927 the Otway Machinery Company en- 
gaged marketing counsel to investigate its general situation with 
a view to recommending measures for improvement. The com- 
pany deemed its sales expenses excessive and was dissatisfied with 
its sales volume; the factory was operating at less than 75% of 
capacity. One of the specific points on which the company 
wished advice had to do with its engineering services to users. 

The Otway Machinery Company, because of the technical 
nature of its products and the trial basis on which they were 
sold, deemed it necessary to render engineering service to users. 
This service was costly. Often a single customer required the 
services of an engineer for a month or more. The company for 
several years had endeavored with little success to collect the 
cost of its engineering work directly from the customers requiring 
such work. Many customers contended that engineering service 
should be provided free of charge, and the company continually 
was faced with the problem of the method to be followed in meet- 
ing the cost of its engineering department. Net profit on the 
business was unsatisfactory, and the company ascribed this, in 
part at least, to lack of adequate compensation for its engineering 
services. Among other possibilities, the company might under- 
take to operate its engineering department as an independent de- 
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partment, to charge customers separately for machinery and for 
engineering work, and to secure its normal percentage of profit 
on its engineering services as well as on its machinery sales; or 
the company might include its engineering costs in its machinery 
prices and quote only those prices to customers. 

Products manufactured by the Otway Machinery Company in- 
cluded mixing, separating, drying, and weighing machines. Some 
of the materials for which the machines were used were: lime- 
stone, lime, clay, coal, slate, shale, talc, soapstone, shells, tank- 
age, fish scrap, bone, meat, bark, leather, emery, tobacco, ochre, 
umber, and sienna. In all, the company sold about 20 different 
machines; each of these was made in several models and sold in | 
various combinations. Among the company’s chief customers 
were cement manufacturers, lime manufacturers, manufacturers 
of abrasives, fertilizer manufacturers, and manufacturers of 
chemicals. Some industries were potential markets for a variety 
of the company’s machines, whereas other industries could use 
but one type of the machines. Cement manufacturers, for in- 
stance, could use only one type, but the clay, lime, and fertilizer 
industries each was a market for several of the machines. The 
number of potential customers in the various industries was in 
most instances relatively small. The company estimated that 
there were, for example, only 200 cement firms, 50 emery mills, 
200 acid phosphate manufacturers, 180 gypsum manufacturers, 
75 producers of talc, and 500 manufacturers of lime. 

At the suggestion of its marketing counsel, the company drew 
up the table given here as Exhibit 1, showing the average unit 
sale of its various machines and ranking the machines according 
to: potential demand in dollars; lack of competition; percentage 
of profit; and number of prospective customers. Rank was ex- 
pressed by numbers, 1, 2, 3, 4, and so forth. When the rank 
of two or more machines was the same, they were given the same 
number. 

The company’s machines were sold not only individually but 
also in groups, since many of the machines supplemented each 
other and a user of one of the machines ordinarily was at least 
a potential user of other machines made by the company. About 
two-thirds of the company’s sales were of individual machines. 
The company sought to promote its sales of groups of machines, 
but manufacturers requiring several supplementary machines of 
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the type made by the Otway Machinery Company generally 
bought the machines from several producers. A group of such 
machines commonly were connected by elevators and conveyors, 
and the Otway Machinery Company made this auxiliary equip- 
ment as well as the major machines. 


EXHIBIT 1 


Unit SALES AND RELATIVE RANKINGS OF MacHINnEs MANUFACTURED 
BY THE OTwAy MACHINERY COMPANY 





RELATIVE RANKING oF MACHINES 


AVERAGE Potential Lack Percentage Number 
MACHINE Unir Demand of of oO 
SALE (in dollars) | Competition Profit Prospects 
A $ 1,000 9 10 5 6 
B 1,000 II 8 5 9 
C 1,500 7 2 5 6 
D 00 19 10 5 13 
E 2,500 10 II 6 8 
F 3,500 8 6 4 8 
G 1,500 5 12 5 7 
H 700 6 13 5 5 
I 370 20 7 5 12 
J 1,600 15 4 5 II 
K 1,300 16 5 5 13 
L 1,000 3 15 2 2 
M 800 13 17 5 9 
N 2,500 4 3 I 4 
O 1,200 12 9 5 8 
12 125 14 14 5 12 
QO 120 18 16 6 14 
R 10,000 17 I 3 15 
S 300 ae 4 ae 10 
T 450 os oe ee 3 
U 1,200 I 19 6 I 
V 800 2 20 6 I 


In addition to products of its own manufacture, the company 
purchased and resold, for use in its machines or in connection with 
them, such items as electric motors, pulleys, shafting, belting, and 
manganese steel wearing parts. Sometimes, moreover, the com- 
pany had certain items such as elevators and conveyors made 
for it by firms situated in a purchaser’s locality, in order to avoid 
heavy freight charges. About one-eighth of the company’s total 
business consisted of sales of goods not of its own manufacture. 

Single machines ranged in price from $100 to $10,000. The 
average order for a single machine amounted to approximately 
$2,000. Unit sales of groups of machines ranged from a few 
thousand dollars to $50,000. The auxiliary equipment required 
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for use with a machine or group of machines often cost more 
than the machinery. All Otway machines were patented and had 
special features which distinguished them from competing ma- 
chines. The company did not sell on a price basis, but rather 
on the basis of quality and service, and its prices were higher 
than those of many of its competitors. The president stated that 
the company had the reputation of being a high-priced firm 
which built nothing but the best, but which perhaps carried 
the refinements in its products to an extreme. The company was 
of the opinion that in some instances the low prices of its com- 
petitors resulted from a lack of knowledge of costs on their part; 
in other instances the low prices were the result of inferior, though 
perhaps adequate, quality of product or of inferior service. Price 
competition was looked upon by the company as one of the most 
serious factors in its marketing situation. Total sales of the Ot- 
way Machinery Company, not including direct income from the 
engineering service, normally amounted to between $700,000 and 
$800,000 annually. Sales in 1927 were less than $600,000, but 
the company planned to reach its normal volume in 1928. Sales 
of individual machines fluctuated widely from year to year, but 
the sales curve for total sales was fairly smooth in periods of 
normal business activity. 

The company’s terms were 35% of the total contract price 
upon acceptance of the contract, 35% against bill of lading, 
20% 30 days from date of bill of lading, and 10% 60 days from 
date of bill of lading. The company sought to maintain these 
terms in all instances but was not always able to do so. 

The company’s machines in general were made to order, al- 
though in basic construction they were standard. It was im- 
practicable to carry many of them in stock. The requirements 
of different users varied widely and the demand was sporadic. 
The company, for instance, sold 20 of one type of machine in 
one week and then did not sell another machine of that type for 
three years. Furthermore, improvements constantly were being 
made in the designs of the machines. The president stated that, 
as in the case of machine tools, the company’s products usually 
became obsolete long before they were worn out. The changes 
that constantly took place in the designs of such machinery meant 
that the second sale of a particular type of machine to a customer 
involved almost as much sales effort as the initial sale. There 
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were no repeat purchases in the sense of reorders of identical 
machines without preliminary negotiations and examination into 
the offerings of competitors. Each sale was made on a highly 
competitive basis. 

It was necessary for the Otway Machinery Company to carry 
large stocks of repair parts. In the plants in which they were 
used the company’s machines were basic, so that the plant oper- 
ations were dependent upon them. When the machines broke 
down, repairs were required at once, but users seldom carried re- 
pair parts in stock. 

The Otway Machinery Company sold its products almost ex- 
clusively directly to users, by means of its own salesmen and 
manufacturers’ agents. In 1927 the company had three sales- 
men, with headquarters at Pittsburgh, Chicago, and New York, 
and two manufacturers’ agents, with headquarters at Los An- 
geles and Salt Lake City. All these men were engineers and had 
been trained in the company’s plant. Each of the manufacturers’ 
agents sold two or three allied lines in addition to the Otway line. 
The sales manager stated that they practically were salesmen of 
the company. The agent at Los Angeles received a 10% com- 
mission on all sales of the company’s products in his territory 
and the agent at Salt Lake City, because of the smaller potential 
sales volume in that territory, received a 15% commission. The 
company’s salesmen were paid minimum salaries and quarterly 
bonuses based on the difference between a sales expense figure 
deemed reasonable by the company and the actual sales expense. 
A salesman’s compensation, exclusive of expenses, ranged from 
$4,000 to $6,000 a year. 

The company made a small proportion of its sales through 
machinery supply firms, to which it gave a 10% discount from the 
prices to users. This method of sale had not proved satisfactory. 
At various times the company had undertaken to interest supply 
firms in its products. The sales manager, for instance, had 
spent six months with one large supply firm instructing its sales- 
men in the technicalities of the products and in methods of sale. 
The sales manager stated that the intervals between sales of any 
particular type of Otway machinery were often so long that be- 
fore negotiations for a second sale were under way the supply 
firm’s salesmen had forgotten what they previously had learned 
about the product. The frequent improvements in the products 
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also made it difficult to keep distributors’ salesmen posted. Dis- 
tributors, moreover, seldom could be induced to carry adequate 
stocks of repair parts. The sales manager gave it as his opinion 
that distributors found it difficult to do business on a 10% gross 
margin and that the company could not grant a larger discount 
so long as it had to bear the burden of advertising, of training 
distributors’ salesmen, of carrying stocks of repair parts, and of 
providing engineering service. It often happened that, in the case 
of an order received from a distributor, the distributor’s sole 
part in the transaction was to refer to the company a customer 
who inquired about machinery such as the company made and 
then, after the company had conducted long negotiations with 
the customer, to send in the final order. In some instances the 
distributor shared the discount with the customer. 

The company undertook to keep its salesmen and agents oc- 
cupied answering inquiries received from customers, and the 
company’s advertising was designed to provoke inquiries. When- 
ever they had any spare time, the salesmen called upon the 
company’s most desirable customers and prospective customers. 
A long period of negotiation usually preceded a sale. 

The company used both direct-mail and trade paper advertis- 
ing. Advertising expense amounted to about 4% of net sales, 
or to about $22,000 in 1927; this included clerical expense as 
well as costs of materials, space, and postage, but did not include 
any portion of the salaries of executives in charge of advertising. 
There were 36,000 names on the company’s complete mailing list, 
and the company sent out approximately 1,000 circular letters a 
day by first-class mail. The mailing list included for each firm 
to be circularized the name of the president, of the vice-president 
in charge of production, and of all department heads having to 
do with manufacturing. For convenience in circularizing, the 
complete mailing list was broken down into five minor lists, 
known as A, B, C, miscellaneous, and special 

The “A” list included the most important users in those in- 
dustries which constituted the company’s major markets, cement 
manufacturers and lime manufacturers, for instance. The per- 
sons whose names appeared on this list were circularized once 
a week. Each circular generally dealt with a particular machine. 
On the “B” list were the names of the manufacturing executives 
in firms in those industries which constituted excellent potential 


OTWAY MACHINERY COMPANY 317 


customers but which needed less machinery or less expensive ma- 
chinery than the users on the “A” list required. These users 
were circularized once every other week. The “C” list included 
reasonably good prospects and was circularized once a month. 
The special list included users of inexpensive machinery and was 
circularized once every two months. The company, for instance, 
made small machines, ranging in price from $100 to $500, for 
laboratory sampling work. It also made inexpensive machines 
for analysis of coal for which all large users of coal that pur- 
chased on a B.t.u. basis were potential users. The miscellaneous 
list included firms which the company deemed only fair prospects, 
and the company circularized this list once every three months. 
Of the 36,000 persons whose names were included on the mailing 
list, the company deemed 10,000 first-rate prospects; the 10,000 
persons represented only about one-third that many firms, since 
several persons in each firm were circularized. The company 
also was a consistent advertiser in trade papers read by its actual 
and prospective purchasers. In addition, it supplied its 10,000 
best prospects with attractive catalogs. In its advertising the 
company stressed the quality and performance of its machines 
and the fact that it was prepared to render engineering service to 
machinery users. 

It was the experience of the Otway Machinery Company that 
large customers generally bought their requirements of its ma- 
chinery through their purchasing agents upon recommendations 
from engineers, superintendents, division managers, or operating 
heads, and that small firms customarily bought through their 
owners, presidents, or other high executives. The company had 
found it advisable to cultivate the goodwill of engineers and 
factory superintendents in large firms and of factory superin- 
tendents in small firms. 

The Otway Machinery Company employed two types of en- 
gineers. Engineers of one type were technical school graduates 
and were competent to make engineering studies, to recommend to 
machinery users the type, character, and arrangement of equip- 
ment required, and to draw the detailed plans and specifications 
covering building and equipment. The other type of engineers 
supervised the installation of machinery and put it into opera- 
tion. In 1927 the company had ten engineers of the first type and 
six of the second type; the full time of these men was not always 
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taken up with service to customers. Otway machines were highly 
technical and for satisfactory performance had to be carefully 
installed and properly used. It had been primarily to protect the 
performance of its machines that the company had developed its 
engineering department. The engineering service also was ex- 
pected to promote sales of groups of machines and to raise the 
company above competition on a strictly price basis. 

Firms purchasing machinery such as the Otway Machinery 
Company manufactured, particularly those firms which planned 
to install a group of several supplementary machines, often re- 
quired expert advice as to plant design and layout of equipment. 
Often major building changes or new buildings had to be designed 
to accommodate the new machinery. And frequently the pur- 
chasers required advice as to the exact size and type of machines 
to use and as to the auxiliary equipment to install. Otway sales- 
men, who themselves had thorough technical training, could give 
potential customers preliminary advice, but the major work of 
planning had to be done by the engineers. Often this work for 
a single customer required several months of an engineer’s time 
and involved several trips to the customer’s plant. Sometimes, 
of course, only a little planning work was required, and many 
customers required no engineering service at all. This was 
true for the most part of the large number of customers who 
bought only individual machines, and who accounted for two- 
thirds of the company’s total machinery sales. 

The cost of the work of the planning engineers was particu- 
larly burdensome to the company on sales involving a large quan- 
tity of resale merchandise or of merchandise made for the com- 
pany by local manufacturers. In the case of one bin-and-hopper 
system which the company sold, only $1,500 of the total sale 
price of $15,000 represented the company’s own machines, on 
which it could realize its normal profit; on a large part of the 
equipment involved, the company’s gross margin was only 10% 
to 20%. Yet the engineering cost on this job, because of the 
special nature of the work, was larger than it would have been 
had only the company’s own machines been involved. Sometimes 
the planning engineering expense was proportionately much higher 
on small jobs than on large. There apparently was no direct 
relation between the size of a job and the engineering expense 
which it involved. The general manager of sales stated that the 
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ordinary job to which a planning engineer was assigned involved 
an engineering expense of from 3% to 6% of the amount of 
the job. 

The company’s erection engineers were not called into service 
until the machinery had been sold and shipped. Their work was 
to supervise the installation of the machines and to turn them 
over to the purchasers in good operating condition. On prac- 
tically all sales of groups of machines, and on some sales of single 
machines, the services of the erection engineers were required. 

It had been the theory of the Otway Machinery Company that 
its engineering department should be maintained as a service to 
customers and should not be operated at a profit. The company’s 
aim had been to secure for its engineering service, by direct 
charges to customers using the service, an amount sufficient to 
meet the actual cost of the service. The company had been of 
the opinion that such a charge should be in the form of a fixed 
percentage of the total amount involved by the job contemplated 
by the customer. The sales manager stated that some competing 
manufacturers offered designing and planning service and that 
some did not, and that some competitors made separate charges 
for such service while others included the cost of the service in the 
price of the machinery. In the case of the erection engineers, the 
company undertook to levy a charge of $15 a day and expenses. 
This was stated to be the customary charge for such work. 

In spite of the company’s intention of making the engineering 
department self-supporting through direct charges for engineering 
work, separate from the charges for machinery, the direct income 
for work of the engineering department was substantially less 
than the cost of maintaining the department. The sales manager 
estimated that, with a normal sales volume of $700,000 to 
$800,000, the average direct cost to the company of its designing 
and planning engineering work, including engineers’ compensa- 
tion, traveling expenses, and cost of materials used, was $50,000 
annually, and that the direct annual income from that work was 
$20,000. The direct cost of the erection engineering service he 
estimated at $20,000 a year and the income from that service at 
$8,000. These amounts varied widely from year to year. 

The company charged the total cost of its engineering services 
to “selling and operating overhead” and added the direct income 
from its engineering services directly to net profit. Selling and 
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operating overhead included all expenses of the business other 
than manufacturing costs and factory overhead. With an annual 
sales volume of $800,000, the company’s selling and operating 
overhead normally was 30% of sales. Overhead in 1927 was 
36% of sales. 

The company deemed average net earnings of 15% of sales 
during a normal year to be fair and satisfactory. Under condi- 
tions as they existed in 1927 the company was able, with a reason- 
able division of sales between its own machines and resale mer- 
chandise, to show net earnings of from 10% to 12%. Ona large 
part of its resale merchandise, the company took a gross margin 
of 25% or less, which was insufficient to meet the selling and 
operating overhead if a proportionate share of that expense was 
charged against the resale goods. On a certain class of resale 
merchandise the company’s gross margin was 50%. It was im- 
possible, in the company’s opinion, to increase the gross margin 
on resale goods. On goods of its own manufacture, the company 
ordinarily received a net profit of 18%. The selling price which 
would allow that net profit was found by multiplying the manu- 
facturing cost and manufacturing overhead for a machine by 2.25. 
The 18% net profit which the company undertook to obtain on 
sales of its own machines was reduced by the lower profit on 
resale merchandise, so that the average net earnings for the en- 
tire business were 10% to 12%. ‘The company wished to raise 
the average net earnings to 15%. 

There apparently existed among many machinery users a be- 
lief that machinery manufacturers should supply free whatever 
service their machinery required until it was turned over to the 
purchaser in good operating condition. On the other hand, there 
were machinery users who were willing to pay a separate charge 
for services such as the Otway Machinery Company gave. 

It often happened that a firm in the market for a group of 
mixing and separating machines asked the Otway Machinery 
Company, and perhaps one or two competing companies, to quote 
prices on the machines required and to draw up the necessary 
plans for their arrangement in the factory. Generally, when 
extensive planning and designing work was required, the Otway 
Machinery Company before beginning that work required assur- 
ance from the prospective purchaser that he would buy his 
machinery requirements from the company. Sometimes, how- 
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ever, when a large purchase was involved, the company waived 
this requirement and made the necessary plans in the hope of 
securing the order. 

The company, also, whenever possible, entered into a contract 
covering the engineering work with machinery customers requir- 
ing extensive service of that kind. However, when insistence 
upon this contract arrangement in the company’s opinion would 
jeopardize relations with a machinery customer, the company 
dispensed with the contract. When the contract was dispensed 
with, the company undertook to collect from the customer as 
much as possible of the cost of the engineering work as a charge 
separate from the charge for machinery. When the total cost 
of the engineering service could not be collected as a separate 
charge, the company added as much of the cost as possible to 
the price of the machinery. Usually such charges had to be 
added to the cost of the small, auxiliary machines, since the com- 
pany and the customer usually agreed upon the price of the large 
machines before the order was placed. 

The company had difficulty not only in securing payment for 
the work of its designing and planning engineers but also in se- 
curing payment for the work of the erection engineers. Most 
individual machines which the company sold were installed upon 
trial. In many instances the installations were simple and could 
be done satisfactorily by the purchasers without technical assist- 
ance from the company. In other instances, however, the in- 
stallations were more complicated and, in the company’s opinion, 
expert engineering service was required. Sometimes purchasers, 
to avoid paying for the services of an installation engineer, in- 
stalled the machines themselves. Then, if during the trial period 
the machines failed to function properly, the purchasers expected 
the company to send men to their plants to remedy the difficulty 
free of charge. The company was unwilling to have one of its 
machines returned during the trial period, and consequently it 
was compelled to send an engineer to a user’s plant if during the 
trial period the machine did not operate satisfactorily, regardless 
of the cause of the difficulty or the possibility of securing payment 
for the engineer’s service. The result of all this was that some 
customers paid for installation service, some paid part of the 
cost, and some paid nothing at all. 

The company was dissatisfied with the situation as far as its 
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engineering service was concerned. It was necessary to offer the 
service in order to safeguard the reputation of Otway machines 
for satisfactory performance, but it had proved difficult or impos- 
sible in most instances to get those actual or potential machinery 
customers who made use of the service to pay for it as such. 

The company was unwilling to offer free engineering service to 
customers for several reasons. With engineering service nomi- 
nally free, the cost of the service must either be distributed over 
all the machines sold or must be taken from net earnings. If 
the cost was distributed over all the machines sold, all customers, 
whether they required such engineering service or not, would 
have to bear a portion of the cost. Moreover, the machinery that 
the company was selling was highly competitive and an addition 
to the prices of Otway machines, which already were higher than 
prices of most competing machines, would, in the executives’ 
opinion, interfere seriously with sales. If no direct income was 
received from the engineering service and if the percentage of 
net profit which the company deemed fair was secured, an aver- 
age increase in machinery prices of as much as 6% probably 
would be necessary. An additional reason for not offering en- 
gineering service free was that such a policy might lead to abuse 
of the service. The president also was of the opinion that custo- 
mers seldom appreciated what they were given without charge. 

In addition to its problem of obtaining compensation for its 
technical service, the company had the related, although seem- 
ingly contradictory, problem of getting machinery customers to 
make use of its engineering service. The president stated that 
there was a widespread prejudice among machinery users against 
employing the engineers of a machinery manufacturer for work 
involving the naming of types and makes of machinery to be 
installed. This prejudice was based on the theory that the en- 
gineers of a machinery manufacturer, of course, would recom- 
mend the machinery of that manufacturer regardless of whether 
it was the most suitable that could be obtained for that purpose. 
Thus, although a firm might wish to purchase the major one of a 
group of machines from the Otway Machinery Company, it 
might be unwilling to employ Otway engineers to design the 
building and plan the equipment layout for fear those engineers 
would specify Otway auxiliary machines and equipment even 
though competing products would be better for the purpose. 
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The Otway Machinery Company wished to have its planning 
engineers used by machinery customers for several reasons. In 
the first place, the executives believed that the company’s own 
engineers, because of their specialized training in the company’s 
plant as well as their general technical training, were more com- 
petent than were independent engineers to make plans involving 
the use of Otway machines. In the second place, the company 
usually had to bear the expense of making the plans even if the 
purchasers employed independent engineers. Those engineers, 
recognizing that the manufacturer’s engineers were particularly 
competent in all matters involving use of mixing and separation 
machinery, usually asked the company to submit design and lay- 
out plans. No charge could be made for this work, but, unless 
the company complied with the request, the opportunity to make 
a machinery sale was lost. If, on the other hand, the consulting 
engineers made their own plans, they frequently did not follow 
standard practices, and this increased the company’s costs. More- 
over, if a prospective machinery customer employed Otway 
engineers to design the plant and layout, the customer was more 
likely to purchase its machinery requirements from the company 
than it was if it employed other engineers. This would tend to 
increase the company’s sales of groups of machines and auxiliary 
equipment. The president stated that, as it was, only a very few 
customers bought from the company the bulk of their require- 
ments in its line. “They buy one machine of us,” he said, “but 
have their engineering done elsewhere and buy their elevators, 
motors, transmission, and so forth, of local firms.” 

For several years the company, in its advertising and through 
its personal contacts with customers, had been striving to educate 
them to a willingness to employ the engineers of reputable ma- 
chinery manufacturers and to pay for the service rendered. As 
a step in this direction the company, in 1927, had decided to 
publish a house organ for distribution to the 10,000 best names 
on its mailing list. This publication was attractively printed and 
was issued every other month. Each issue contained at least one 
technical and imformative article on some problem involved in 
the use of machinery of the type made by the company. The 
house organ also contained brief articles designed to increase the 
readers’ confidence in the engineering service of reputable equip- 
ment manufacturers; to encourage purchasers of machinery to 
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have the machines properly installed by competent engineers; to 
establish the idea that expert engineering service should be paid 
for by the machinery buyers receiving the service; and to dis- 
courage purchasing on a price basis. 

One solution proposed was for the company to operate its 
engineering department separately from the sales and other de- 
partments and to make one charge to customers for their ma- 
chinery purchases and another for the engineering service given 
them. If this were done, the company probably would charge 
for any particular engineering job an amount equal to 2.25 times 
the direct cost to the company of the job. Under this plan, the 
cost of the service would be charged to the department and would 
not be included in selling and operating overhead. The engineer- 
ing department would be expected to bear its share of that over- 
head. The proposed plan would require, the sales manager esti- 
mated, an additional advertising expenditure of about $10,000. 
It would be necessary through advertising to make the company’s 
plan clear to potential customers and to win their support. 

The marketing counsel engaged by the company prepared a 
detailed analysis of the company’s situation and early in 1928 
presented a plan for meeting the difficulties. That part of the 
plan which dealt directly with the problem of charging for en- 
gineering service was as follows: 

175. Under the general class of obstacles due to lack of clear- 
cut sales policies we list the following: 

A. Difficulty of selling engineering service: 
1. Of selling units (groups of machines) 
2. Of outside engineers 
3. Price competition 
4. Of selling complete plants 

176. It will be seen that if the difficulty (A) is removed, the 
subsidiary four difficulties thereunder will, on the average, be auto- 
matically removed. That is, if the Company is retained in an 
engineering capacity, its recommendations will generally be fol- 
lowed. So that it will eliminate much of the price difficulty, out- 
ae esas difficulties, and the difficulties of selling units and 
plants. 

177. So that we can conclude that the Company should sell 
and cause its trade to buy Engineering Service—apart from ma- 
chinery. It should offer for sale Engineering Service as something 
entirely distinct from machinery. We understand that this has 
been the intent of the Company in the past. When we come to 
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examine the EXPRESSION of this intent in words, we find no 
clear-cut statement to the effect that engineering is a salable com- 
modity. We do find an effort made to cause the trade to in fer that 
fact. 


180. Now as we review the company’s advertising and state- 
ments to the trade, what do we find? First, that the Otway 
Machinery Company are machinery manufacturers—that its mis- 
sion is to serve—that it believes it can help those with a problem. 
Why? Evidently because the Otway Machinery Company, having 
machinery for sale, wants to sell it. So it offers to serve and to 
help—just as hundreds of other machinery manufacturers do. 
Machinery and Service are so mixed and intertwined that they 
cannot be untangled into two different and wholly separated 
things, both of which are charged for. For wherever Engineering 
Service is spoken of, it is mixed with machinery. So this analyst 
receives the impression that any reader would receive: that Engi- 
neering is GIVEN FREE or at least is included in the price of 
the machines. There is no clear-cut statement to the contrary. 

181. So here we find the difficulty in securing engineering 
fees—the service is apparently offered as included in the price of 
the machinery; the prospect makes inquiry for the machine or 
machines in which he is interested; his inquiry is answered with- 
out making clear that engineering is charged for; later (in some 
cases) he is told that he has bought engineering. This is news 
indeed—his natural reaction is not to pay for anything he has not 
clearly given an order for. Or, if not told, the engineering fee is 
added without notice. Thus engineering by the Company’s own 
action, as well as expression, is included in the cost of the goods. 
Thus, a plant inquires; engineering is seen by the client to be 
required; so a price is quoted above the regular machine price. 
The customer has paid for engineering—actually. But so far as he 
knows he has bought a machine at a certain price—and the Com- 
pany has been wonderful in giving help and advice cost evidently 
included in the price of the machine. 


184. Ifa clear-cut policy as regards engineering fees is adopted 
and then the engineering sold just as vigorously as any machine, 
this difficulty will gradually evaporate. With it will go the attend- 
ant difficulties of unit and plant selling, much of the price compe- 
tition, and difficulties with other engineers. For if the Company 
outsells others on engineering service, they will tend to eliminate 
the interference of other consulting engineers; and if the Com- 
pany charges for its service and gets an order therefor, few busi- 
ness men are likely to reverse themselves by refusing to follow 
recommendations made and paid for. We believe that the Com- 
pany will quickly grasp the value of being first retained as engi- 
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neers—and then supplying machinery as a necessary corollary. 

185. So we need merely to know the conditions under which 
engineering is charged, and we have a policy that can readily be 
explained, and sold. At Paragraph 137 we have the policy, namely, 
that the Company wishes to be paid for engineering whenever a 
Unit or a Plant is under consideration—not when a single machine 
is under consideration. This is simple, clear, and can be under- 
stood and sold upon that basis. 

186. So we recommend that this policy be adopted. We shall 
come later to ways and means of selling Engineering as a separate 
and distinct commodity.” 


CoMMENTARY: Compensation for engineering service rendered to 
customers was the major question at issue in this case. The company’s 
failure or inability to obtain full compensation for that service had 
resulted in a lessening of earnings. Nevertheless, it seemed to be im- 
perative that the company should continue to offer to render the serv- 
ice. The designing and planning service seemed to be needed for sales 
promotion, and the erection service appeared to be required in order to 
assure satisfactory performance of the company’s machines and thereby 
to protect the reputation of the company. The task, therefore, was to 
reconcile the customers’ needs for engineering service with the com- 
pany’s obligation to maintain its earnings. 

The first question to be considered was whether the company should 
have treated the cost of its engineering service as a general sales pro- 
motion expense. If the service had been required by all customers, or 
if each new customer for whom such service was rendered had made 
continuous repeat purchases, the company might have been warranted 
in treating the cost of engineering service as a general sales promotion 
expense. Such was not the case, however; the service was not rendered 
to all customers. In fact, a large number of customers bought only 
individual machines and required little or no designing and planning 
service or erection service. The purchases of customers requiring little 
or no sales engineering service constituted approximately two-thirds of 
the company’s sales. Among those customers who did call for designing 
and planning service, the amount of service varied substantially be- 
tween customers and bore no direct relation to the size of the orders. 
Hence it would have been unfair to many customers and a handicap to 
the company to have treated its sales engineering cost as a general 
item of expense, to be included uniformly in the cost figures from 
which prices were determined. 

The company’s method of accounting for its sales engineering ex- 
pense and receipts was unsound. The company had charged the cost 
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of the service into sales overhead and had credited the receipts to 
profits. The effect of this procedure was to inflate its cost figures. The 
receipts from customers for engineering service should have been cred- 
ited to the account to which the costs of the service were debited. 

The company’s method of accounting for its sales engineering ex- 
pense, furthermore, was unsound in another respect, for it failed to 
provide for proper incidence of the cost. Whether or not a separate 
charge was made for the sales engineering service, the fact was that the 
expense was incurred for about one-third of the machines, namely, 
those sold in groups. The net expense for sales engineering therefore 
should have been charged against the sales of groups of machines. If 
customers who bought single machines contributed to the payment of 
the cost of the engineering service, they were paying for something 
that they did not receive. If the company increased the general level 
of its prices on single machines to cover this overhead charge, it was 
handicapping itself in competition. 

If the cost of engineering service had been properly allocated to the 
products for which it was incurred, the answer to the company’s prob- 
lem would have been indicated at an earlier date. The net cost of the 
designing and planning service and of the erection service was nor- 
mally $42,000 a year. That sum amounted to approximately 18% of 
the normal annual sales of groups of machines, the products for which 
the expense chiefly was incurred. To have attempted to increase the 
price of machines sold in groups over the price of the individual ma- 
chines by any such amount would have been obviously impractical. 
This leads inevitably to the conclusion that the company should have 
levied a separate charge for sales engineering service and have ren- 
dered the service only when a customer agreed to pay for it. The rec- 
ommendations of the company’s marketing counsel regarding methods 
of inducing customers to utilize this service on a straight commercial 
basis were sound. 

The practice which the company had been following of collecting 
for sales engineering service where it could, directly or indirectly, and 
not collecting from other customers constituted preferential treatment 
and was tantamount to a varying price policy. The company was 
vitally interested in the proper selection of machinery adapted to the 
specific uses to which it was to be put and in the proper installation 
of the machinery in order to assure satisfactory performance. Never- 
theless, the variations in the service requirements of different customers 
demanded a levying of charges commensurate with the service rendered 
in each case, and it properly was the task of the company’s advertising 
and sales organization to make plain to prospective customers the 
reasonableness and justice of such a policy. 


March, 1928 M. T. C. 


TasMAN GAUGE ComPANy’ (B) 
MANUFACTURER—DIAL GAUGES 


SALES PromoTion—Engineering Service Provided for Customers. In order 
to increase sales and to provide for better utilization of factory equip- 
ment, the company, a manufacturer of dial gauges, decided to provide 
free engineering service for customers and prospective customers by 
developing new applications for the gauges and by designing and manu- 
facturing the mountings. After advertising this service in trade papers 
and by means of circulars for several months, the company was satis- 
fied with the interest shown by customers and planned to advertise 
the service more extensively. 


(1926) 


In the autumn of 1926, the question of providing engineering 
service for customers and prospective customers was raised by 
executives of the Tasman Gauge Company. That company man- 
ufactured a high-grade line of micrometer dial gauges for use in 
testing the accuracy of finished parts or of goods in process in 
respect to thickness, flatness, height, depth, or concentricity. 
The gauge dials were graduated to register variations from 
standard in terms of 1/1,000 or 1/10,000 of an inch. The 
gauges ranged in price from $10 to $30 each. Almost all manu- 
facturers producing in quantity materials or parts which had to 
be held within narrow limits of variation from standard measure- 
ments were potential users of Tasman gauges. Rubber,cloth, 
paper, felt, elastic, tubing, glass, sheet metal, and wire commonly 
were tested by means of the gauges. Around lathes, milling ma- 
chines, planers, shapers, drill presses, and in tool rooms there 
were almost unlimited uses for the gauges. 

Where micrometer dial gauges were not used, such instru- 
ments as plug gauges and ring gauges were used. Those instru- 
ments were slower for some operations and were stated to be less 
accurate than were dial gauges. It was claimed that the readings 
of the dial gauges were not subject to influence by the operators, 
whereas with plug, ring, and similar gauges the operators to some 
extent could determine results. The dial gauges, furthermore, 
unlike plug and ring gauges, not only showed when an item 
deviated from standard but also the amount of the deviation. 


*Fictitious name. See also Tasman Gauge Company (A), page 6z. 
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Each ring or plug gauge, moreover, could be used for only one 
measurement of a single material or part, whereas a dial gauge, 
with suitable mountings, could be used for various measurements 
on a wide variety of parts and materials. 

In small cities and in territories where customers were scat- 
tered, the company sold its gauges directly from the factory or 
through supply firms without exclusive territorial rights. In the 
larger cities in the eastern and north-central part of the United 
States, however, the company granted exclusive territories to 
selected supply firms. Those firms, in addition to the gauges, 
sold such items as twist drills, machine screws, and rivets. The 
distributors’ discount was 25% from list. The company made 
about 50% of its sales through its exclusive distributors, about 
15% through supply firms without exclusive territories, and 
about 35% directly to users or to manufacturers of machinery 
who resold the gauges as standard equipment for their machines. 
Sales to such manufacturers, both directly and through supply 
firms, comprised between 5% and 10% of the company’s total 
sales of the gauges. Manufacturers who purchased the gauges 
for resale usually bought in lots of 25 or 50, sometimes in lots of 
too. On these sales the company allowed a special discount of 
10%: that is, the list price to those customers was 10% below 
the list price to users. The exclusive distributors commonly or- 
dered from $1,000 to $5,000 worth of the gauges at a time. 
Users customarily bought only one or two gauges at a time. 

Until 1923 the company had not granted any exclusive terri- 
tories and had made no effort to select distributors for its gauges. 
The result had been that in the larger markets prices were cut 
to a point where distributors made little or no profit and conse- 
quently were not interested in stocking, selling, or servicing the 
line. Beginning in 1923 the company had granted exclusive terri- 
tories to selected supply firms in the larger cities. Each exclusive 
distributor was required to maintain a stock of gauges and re- 
pair parts amounting in value from $1,000 to $5,000, the amount 
depending upon the sales volume obtained in the territory. The 
company agreed to buy back from the distributors at list prices 
any Tasman gauges they had on hand were the exclusive agree- 
ments terminated at any time. The company, however, never 
had been called upon to do this. The company employed no 
salesmen. One of the executives visited each exclusive distribu- 
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tor once every six or eight weeks. The executives also visited 
large customers from time to time. 

The exclusive distributors provided repair service for Tasman 
gauges, usually through arrangements with local jewelers. Re- 
pair service also was provided at the factory. A charge was 
made for this service based on the time required for the work. 
The company wished to have small orders for repair parts handled 
through its distributors in so far as possible. A careful study of 
costs had shown the company that the average cost of handling 
each order, regardless of the amount involved, was $1.65. The 
company would accept orders for any amount, however, and filled 
many small orders at a loss. 

In addition to these gauges, the company manufactured special 
gauges for the automobile trade, and also bench machinery. Total 
annual sales amounted to about $350,000. Total selling ex- 
pense, exclusive of advertising, was $35,000 annually, and ad- 
vertising expense was $25,000. The company deemed it neces- 
sary to advertise its products extensively both in trade papers 
and directly by mail. The amount of the total advertising appro- 
priation devoted to any product depended in general upon the 
sales volume of that product; the company wished to keep its 
total advertising expense within 7% of total net sales. An ad- 
vertising agency handled the details of the company’s advertising. 

Before the micrometer dial gauges which the company manu- 
factured could be used, they had to be attached to mountings that 
would hold the parts or materials to be measured against the 
pointer which extended from the gauge head and which, in 
response to pressure, moved the indicator hands on the face of the 
gauge. The particular type of mounting required varied with the 
part or material which was to be measured. The company made 
a few standard mountings, but, prior to the autumn of 1926, most 
of its gauges had been sold unmounted. In this way, it was 
necessary for users to design their own mountings and to manu- 
facture them themselves or have them manufactured elsewhere. 
The Tasman Gauge Company upon request occasionally had 
made special mountings for customers. It had discouraged re- 
quests for such work, however, on the grounds that the work 
interfered with regular production. 

In the autumn of 1926, it was proposed that the Tasman Gauge 
Company, instead of waiting for manufacturers to discover new 
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applications for its gauges, to design suitable mountings, to have 
those mountings manufactured, and then to order the gauges, 
should itself develop new applications and design and manufac- 
ture the mountings. 

The objects of the plan were to increase sales of gauges and to 
provide for better utilization of factory equipment. The factory 
was operating at about 75% of capacity, and with additional 
equipment production could be doubled or tripled. The com- 
pany’s equipment for the manufacture of bench machinery was 
suitable for use in making the special mountings. The same work- 
men and engineers, moreover, could be employed for that work. 
Sales of the company’s gauges for the automotive trade were in- 
creasing satisfactorily, but sales of bench machinery had re- 
mained stationary for some time, and the company expected its 
sales of that machinery gradually to taper down. The company, 
moreover, wished to increase its gauge business rather than its 
bench machinery business. The market for bench machinery 
was limited; competition was keen; the rate of stock-turn was 
slow; and profits were small. 

Not only could the proposed engineering service be expected 
to increase the company’s sales of gauges by giving them a wider 
application, but it also could be expected, by providing the com- 
pany with an added sales argument, to increase the company’s 
proportion of the total gauge business. There was one competing 
firm which was particularly active. That competitor consistently 
undersold the Tasman Gauge Company by a slight margin. The 
gauges which it sold were made to its order and the executives 
of the Tasman Gauge Company were convinced that they were 
decidedly inferior in quality to Tasman instruments. The com- 
petitor had succeeded in entering the market recently and, in a 
few instances, had taken customers from the Tasman Gauge 
Company. Since the competitor was not equipped for production 
and had no engineering department, it was not in a position to de- 
sign and manufacture special mountings for users. 

Tentative plans for the proposed engineering service were as 
follows: In its trade paper and direct-mail advertising the com- 
pany was to describe its engineering service and to state that 
its engineers would prepare designs of special mountings for any 
firm which submitted a sample of the material or part to be 
measured together with a statement of the limits of accuracy to 
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which the material or part was to be held. With the designs 
which its engineers prepared, the company would send to the 
prospective customer a price quotation on the mounting and a 
tentative delivery date. If the prospective customer, after see- 
ing the designs, placed no order, no charge would be made for the 
service. On any sales which it made the company would expect 
to receive a net profit of at least 10% or 15%. On sales of 
mountings which would effect unusually large savings to users, 
the company expected that it would receive a much larger profit. 
When special mountings were designed for one manufacturer of 
a particular product, the same mountings would be offered to 
other manufacturers of that product, whether or not the first 
manufacturer placed an order. The company was of the opinion 
that many of the parts for the mountings could be standardized. 
This would facilitate production and delivery and reduce costs. 

All inquiries concerning special mountings were to be handled 
centrally. The company’s exclusive distributors would receive 
commissions on all gauges sold in their territories, but not com- 
missions on sales of special mountings in their territories. 

The Tasman Gauge Company decided to offer engineering 
service as proposed. It regarded this step as an experiment and 
planned to discontinue the service if the expense became excessive 
or if the service failed to achieve its objects. 

As planned, the company, during the winter and spring of 
1926 and 1927, advertised its engineering service in trade papers 
and by means of circulars. The company was careful to avoid 
heavy advertising of the service at first, since it wished to enter 
upon the new work gradually. Numerous inquiries were received 
as a result of the advertising. A company manufacturing steel 
pens, for instance, sent a pen to the Tasman Gauge Company to- 
gether with an explanation of the parts to be measured and the 
limits of accuracy required. In response to this inquiry, the 
Tasman Gauge Company prepared sketches and submitted a price 
quotation. Another inquiry of a similar nature was received 
from a manufacturer of pipe unions. 

The company’s exclusive distributor for New England, who 
was an engineer, became much interested in the company’s new 
service. He visited the factories of several large manufacturers 
for the purpose of discovering places where gauges could replace 
slower and less accurate methods of measurement. The manufac- 
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turers apparently were glad to cooperate with the engineer in this 
work. In one automobile factory the engineer found 15 new 
applications for gauges. He designed the mountings for these 
applications and submitted them to the manufacturer. The 
company’s price quotation for the 15 mountings was $3,000. The 
automobile company had not placed an order by July, 1927, but 
the Tasman Gauge Company anticipated that one would be 
placed, inasmuch as use of the gauges would effect substantial 
savings for the manufacturer. The engineer was paid a commis- 
sion on sales of mountings which he had designed. 

In July, 1927, the company was satisfied with the interest 
that had been shown in its service and planned to begin to ad- 
vertise the service more extensively. The company had a list of 
8,500 prospective customers. To these prospective customers 
the company proposed to send a four-page booklet featuring a 
special application of Tasman gauges in some well-known fac- 
tory. Enclosed in the booklet was to be a blank form, to be filled 
out by the recipient, calling for information regarding some par- 
ticular application of Tasman gauges. Prospective customers 
would be urged to fill in this form and return it to the Tasman 
Gauge Company. Answers received would be followed up by 
letters. The company planned to circularize this list of prospec- 
tive customers once each month. 

The company also planned to prepare a catalog of engineers’ 
drawings of gauges and special mountings. The mountings would 
be described briefly in terms expected to appeal to engineers, and 
a statement of the particular plants in which the mountings were 
used would be included. The company anticipated that this cat- 
alog would replace the existing type of catalog containing fewer 
technical descriptions and pictorial illustrations. The company 
would provide its distributors with copies of this catalog. 

The company also contemplated securing a new exclusive dis- 
tributor for New England and making the former distributor a 
free lance for securing orders for special mountings. He would 
be free to work in any territory, and the company proposed to 
pay him a commission on all orders which it received for special 
mountings, regardless of whether or not they were secured di- 
rectly by his efforts. Under this arrangement, the engineer prob- 
ably would spend most of his time visiting factories to discover 
new applications for the company’s gauges. 
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The Tasman Gauge Company recognized that it was possible 
that potential customers for whom the company prepared designs 
would make use of the designs’ without buying them from the 
company, either making up the mountings themselves or having 
them made elsewhere. The company, however, did not believe 
this risk to be serious. The question had been raised as to 
whether the company, at the request of a manufacturer for whom 
it had prepared special mountings, should agree not to sell the 
Same mountings to other manufacturers. The executives were in- 
clined to deem such a policy impracticable. 


Commentary: In this instance, engineering service was offered for 
a merchandising purpose—to ascertain how the company’s products 
could be rendered more readily salable and where the company’s line 
of products could be augmented to advantage. The market for the 
gauges which the company manufactured comprised such a diversity 
of industries that the task of learning what types of mountings were 
needed was complicated and formidable. By offering free engineering 
and designing service, the company not only stimulated an interest in 
its gauges among potential users but began to obtain information that 
could be utilized for developing a regular line of mountings. The com- 
pany properly maintained an experimental attitude in inaugurating its 
technical sales service. 

The company’s earlier decision to use a system of selected distribu- 
tion by granting exclusive franchises to selected distributors also is 
significant. For a product of this type it was logical that careful sales- 
manship, maintenance of adequate stocks for selection, and provision 
of satisfactory repair service should be of greater influence than price 
reductions in stimulating sales. Consequently a system of exclusive 
franchises was suitable and would be a success so long as the distribu- 
tors rendered these services to the best of their ability. 


July, 1927 MoE 


J. P. SHaFTEsBury Company’ (B) 
MANUFACTURER—PACKAGING MACHINERY 


SALES PromoTioN—Technical Sales Service Provided for Customers. The 
company, which manufactured packaging machinery, offered to cus- 
tomers technical sales service, not only in connection with the use of 
its machines, but also in connection with the designing and selection 
of packages, since, unless the packages were satisfactory, users might 
become dissatisfied with the machines. Prospective customers, how- 
ever, seldom asked the company for help with their packaging problems. 
The company decided, through the medium of a monthly bulletin, to 
solicit the cooperation of advertising agencies and carton manufacturers 
in getting prospective customers to make use of its service. Little re- 
sponse was received to this bulletin, and after six issues it was 
discontinued. 


ADVERTISING—To Promote Use of Technical Sales Service. The company, 
which manufactured packaging machinery, offered to customers tech- 
nical sales service, not only in connection with the use of its machines, 
but also in connection with the designing and selection of packages. 
To encourage prospective machinery customers to bring their packag- 
ing problems to the company, it was proposed that the company should 
advertise the service in trade papers and directly by mail. The com- 
pany decided not to advertise the service in trade papers but to increase 
the direct-mail advertising. 


(1925-1927) 


The J. P. Shaftesbury Company, which manufactured auto- 
matic and semiautomatic packaging machinery, was prepared to 
extend to actual and prospective customers technical assistance, 
not only in the installation and operation of its machines, but also 
in the designing and selection of packages. The sales organization 
of the company was especially trained to assist customers to select 
packages which were adapted to use with automatic packaging 
machinery and which were economical to use, not only from the 
point of view of the packaging machinery required, but also from 
the point of view of shipping requirements and of material needed 
for the packages. Having developed a sales force qualified to 
assist customers in this way, the company wished to realize as 
much sales advantage as possible from the service. The sales 
manager stated that the company’s competitors had not under- 
taken to provide service of this kind; they, as a rule, merely 





1 Fictitious name. See also J. P. Shaftesbury Company (A), page 259. 
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advised customers as to the type of machinery suitable for use 
with the packages which the customers had selected. 

It was the company’s experience that customers who had been 
enabled to realize material savings in packaging costs by means 
of the company’s advice and assistance almost always returned to 
the company when they needed additional packaging machinery. 
As a rule, however, prospective customers did not seek the com- 
pany’s assistance in regard to the selection of containers. Or- 
dinarily they submitted samples of the containers they planned 
to use, together with samples of the material to be packaged, and 
asked for quotations on machinery to meet their requirements. 
The sales manager of the J. P. Shaftesbury Company stated that 
the packages ordinarily were selected by the sales departments of 
the customers, often in consultation with advertising agencies or 
carton manufacturers, and frequently with little reference to 
mechanical or manufacturing requirements. 

As a means of familiarizing users and prospective users of 
packaging machinery with the company’s service, and of en- 
couraging them to make use of that service, it was proposed, in 
1925, that the company solicit the cooperation of advertising 
agencies and of manufacturers of cartons. It also was suggested 
that the company should advertise its service in trade papers and, 
to a greater extent than it previously had done, directly by mail. 

The automatic and semiautomatic machines which the J. P. 
Shaftesbury Company manufactured performed the group of op- 
erations incident to packaging materials in cardboard boxes, 
cartons, bags, or cans, and included machines for lining, filling, 
weighing, and sealing the packages. The company also made 
machines for folding pieces of cardboard, cut to the proper shapes, 
to form boxes and cartons. In general, each machine performed 
only one operation but could be adjusted for use with various 
types and sizes of containers and with various materials. By 
making the basic parts of each type of machine standard and 
interchangeable, the company was able to manufacture the ma- 
chines for stock, while making to order the comparatively simple 
equipment which rendered them adjustable for a variety of uses. 

The company’s machines were used for packaging such varied 
materials as baking powder, cleaning powders, arsenate of lead, 
sugar, dental powder, drugs, insecticides, malted milk, pie filling, 
powdered bluing, tea, coffee, toilet soaps and powders, and shoe 
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eyelets. Approximately 40 different industries were using Shaftes- 
bury machines. The total number of potential users was small, 
however, since only those firms which packaged goods in large 
quantities could make economical use of automatic packaging 
machinery. Single machines ranged in price from $250 to $3,750, 
the average price being $2,500. Inasmuch as the operations per- 
formed by the company’s different machines in many instances 
supplemented each other, each customer ordinarily required sev- 
eral of them; for instance, a machine to form cartons. a filling 
machine, and a sealing machine. 

The life of the company’s machinery was long, from 10 to 25 
years, so that orders for replacements were few. Repeat orders 
in general depended upon the expansion of the customers’ busi- 
ness, so that the interval between an initial and a repeat order 
tended to be long. The company had been in operation for over 
20 years, however, and ordinarily at least half of its sales were 
repeat sales. 

The company’s selling terms were f.o.b. factory, 30 days net 
from date of purchase, with quantity discounts for large pur- 
chases. On all its machinery the company allowed a 30-day free 
trial. Freight was paid by the customer making the trial, but the 
expense of installation was borne by the company. No installa- 
tion was made unless the company was convinced that the pros- 
pective customer could use the machinery effectively, and removal 
of machines after installation was infrequent. 

Occasionally the company leased machinery to a customer. The 
lease was for three years at an annual rental amounting to 20% 
of the selling price of the machinery. At the end of three years 
the customer had the option of returning the machine or of buying 
it. If he decided to purchase, the amount of the rental paid was 
applied against the sale price and interest of 6% was charged 
on the unpaid balance. The company was opposed to the lease 
system and discouraged leasing on the part of its customers. 

The company employed two installation engineers, who not 
only supervised the installation of the machines but also in- 
structed employees in the customers’ organizations as to the 
operation of the machines. Intelligent adjustment and use of the 
machines was essential to smooth and continuous operation. All 
repair work on the machinery was handled centrally. Sale of 
repair parts was a small part of the total business. 
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The company advertised in a few trade papers and trade di- 
rectories. Most of the trade paper advertisements did not occupy 
more than a quarter of a page. As it had become better known, 
the company had followed a policy of decreasing the size of its 
advertisements and increasing the number of papers used. The 
advertising was for two purposes: to familiarize potential cus- 
tomers with the company’s name, and to secure inquiries. A 
typical advertisement showed a picture of one of the company’s 
machines, stated that labor and material could be saved through 
use of the machine, and urged readers to write for further infor- 
mation. In some instances it was suggested that readers submit 
samples of the containers they were using. The special technical 
assistance which the company was prepared to give customers 
seldom was referred to in these advertisements. 

The company also did some direct-mail advertising. This cir- 
cularization was not done regularly, but whenever, in the com- 
pany’s opinion, it needed to be done. In its circulars, as well as 
in follow-up sales letters which it sent out, the company described 
its technical sales service. In one circular, for instance, the fol- 
lowing statements, with appropriate illustrations, appeared: 

S-E-R-V-I-C-E is not a mere word to a Shaftesbury Sales 
Engineer—it is a potent fact to be demonstrated. He is in a 
peculiarly advantageous position to make recommendations for 
your benefit, and free from the suspicion of having a selfish motive. 
This is because the Shaftesbury line includes many optional units 
—the cost of operating and maintaining which, for long periods 
under practical factory conditions, have been surveyed by a dis- 
interested engineering organization. 

Our Engineer helps you to apply these comparisons to the effi- 
cient and economical solution of your own problems—but his 
interest does not stop there. For example—if you were considering 
the adoption of a carton (now used for a popular coffee brand) 
such as shown in front, side and end elevation in the upper left 
hand corner on the following page, he could suggest that you 
change the dimensions by mere fractions of an inch to either one 
of the two cartons shown in the same column. In one case you 
would save 8.74 square inches on board and in the other you would 
save 9.89 square inches per carton. You could make either of these 
savings without any change in the capacity of the package, or in 
the standard style of flat blank such as shown in the upper right 

. hand column in the chart of the following page. 


The company employed four salesmen, and the sales manager 
also was active in selling. One of the company’s salesmen had 
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his headquarters in Chicago, one in Cleveland, one in New York 
City, and one in Oakland. These men had had long experience 
in selling the company’s products, and they were allowed freedom 
in planning their visits and in caring for the company’s interests 
in their territories. They kept the general sales manager in- 
formed of their activities and of prospective customers which 
they had located. The sales manager, in turn, referred inquiries 
received at the central office to the salesmen in whose territories 
they originated. Orders for the company’s machinery usually 
originated with the production managers or chief engineers in the 
purchasers’ organizations. Ordinarily, a long period of negotia- 
tion preceded purchase. When a salesman or the sales manager 
had obtained from a prospective customer a sample of the con- 
tainer which he was using or intended to use, the salesman or 
sales manager studied the container in order to determine whether 
it was of the type, shape, and size which would be most economi- 
cal and satisfactory for the prospective customer to use. If means 
of improving the container were discovered, the prospective cus- 
tomer was told of them. 

A firm which packed coffee by hand in pound and half-pound 
paper bags, for instance, wished to install automatic packaging 
machinery. The J. P. Shaftesbury Company had machines for 
filling paper bags, but the sales manager was of the opinion that 
cardboard cartons were more satisfactory for coffee than were 
paper bags. He therefore planned pound and half-pound cartons 
for the prospective customer, making them of such dimensions 
that only one size of shipping case was needed for the two sizes 
of packages, whereas previously several sizes of shipping con- 
tainers had been required. The coffee manufacturer was pleased 
with the sales manager’s plans for the cartons and purchased 
machinery for forming the cartons, for lining them, for filling and 
weighing them, and for sealing the tops of the packages. 

In another instance, a company selling arsenate of lead wished 
to use automatic packaging machinery so that employees would 
not have to stand in the dust raised from the powdered material 
while it was being packed. This company was using paper bags 
so formed that they would not stand alone when empty, which 
was necessary if they were to be filled automatically without the 
presence of an operator. The salesman of the J. P. Shaftesbury 
Company suggested that a different type of bag should be used. 
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The manufacturer, however, was unwilling to make a change. 
The salesman finally solved the difficulty by designing a metal 
container which would hold such a paper bag as the manufacturer 
used upright while it was being filled. Metal containers such as 
the salesman designed could be run on a conveyor to the filling 
machine, so that the operator who was to place the bags in the 
containers could stand at a distance from the machine. Only a 
small number of the containers would be needed, since they could 
be emptied rapidly and used again. 

A wholesale grocery company, in another instance, made an 
inquiry concerning a machine for packing coffee. A salesman 
of the J. P. Shaftesbury Company visited the wholesaler’s plant. 
It was evident that the volume of coffee packed by the wholesale 
firm would not enable it to make economical use of an automatic 
packaging machine. The salesman observed, however, that in 
the room next to that in which the coffee was packed, pulverized 
sugar was being put up in cartons. The salesman planned a 
conveyor arrangement whereby the same packaging machine 
could be used conveniently for both coffee and sugar. 

The salesmen and the sales manager constantly were observing 
packaged goods in stores and elsewhere with a view to discover- 
ing how the packages might be improved. Well thought out sug- 
gestions for improvements sometimes served as the basis for a 
sales visit by Shaftesbury salesmen. The sales manager, for 
instance, observed that in the sets of manicuring accessories sold 
by a large manufacturer of toilet articles there were cakes of 
nail polish put up in small two-piece boxes, like match boxes, 
which could not be opened without being removed from the 
larger boxes holding the full set of articles. It was apparent to 
the sales manager that the small box would be more convenient 
for users if it were made in one piece with a folding top that could 
be lifted up, so that the box could be opened without first being 
removed from the larger box holding the full set of accessories. 
The sales manager presented his conclusions to the president of 
the company making the manicure sets. As a result, that com- 
pany decided to change to the style of box recommended by the 
sales manager and to purchase Shaftesbury machinery for form- 
ing the one-piece, folding top boxes. Previously the manufac- 
turer had been buying the two-piece boxes ready made. An in- 
dependent firm of engineers reported that the manufacturer of 
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the manicure accessories realized an annual saving of $30,000 
through the change made in the boxes at the recommendation 
of the sales manager of the J. P. Shaftesbury Company. 

Inasmuch as the number of potential customers for automatic 
packaging machinery was small, it was important for the com- 
pany to secure the repeat business of users of its machinery. In 
the sales manager’s opinion, the goodwill which customers felt for 
the company because of the assistance which it gave them in their 
packaging problems was invaluable in securing repeat orders. 

The sales manager, however, believed that the company’s tech- 
nical sales service also should be effective in securing new cus- 
tomers. It was with this in view that he proposed to solicit the 
cooperation of advertising agencies and carton manufacturers. 
He was of the opinion that these organizations, when undertaking 
to advise customers as to suitable packages for their merchandise, 
would welcome assistance from a firm which, like the J. P. 
Shaftesbury Company, was qualified to make recommendations 
from a manufacturing point of view. The sales manager’s plan 
provided for the development of a monthly bulletin to be distrib- 
uted to a selected list of 700 or 800 advertising agents and carton 
manufacturers. In this bulletin the company’s service would be 
described and actual cases cited. The company would express its 
willingness to consult with the readers and their customers in 
regard to the selection of containers, pointing out the importance 
of having containers planned with reference to manufacturing 
requirements. 

The company decided to issue the bulletin as proposed. Care 
was taken to have the statements in the bulletin dignified and 
concrete. For six months the bulletin was issued with practically 
no response from the persons to whom it was sent and, at the end 
of that time, the bulletin was discontinued. 

The company deemed it impracticable to advertise its technical 
sales service in trade papers. In the sales manager’s opinion, spe- 
cial services were advertised so frequently, often by firms which 
in reality were not prepared to give any services of value, that 
readers did not assign much importance to such announcements. 
Direct-mail circulars the sales manager regarded as a more satis- 
factory medium for informing potential users of the company’s 
special service, and he expected to increase the amount of circu- 
larization done, 
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ComMENTARY: The company’s decision to discontinue circulation of 
the bulletin to advertising agents and carton manufacturers was war- 
ranted. The period during which the bulletin was issued was long 
enough to furnish a test, and the response was too discouraging to 
justify continuance of the experiment. 

The company’s decision against advertising its technical service in 
trade papers does not have so strong support as its decision to dis- 
continue the bulletin to advertising agents and carton manufacturers. 
It is possible, of course, that the company’s products were of a type 
which could be used to advantage only by such a small percentage of 
the readers of any particular trade paper that that form of advertising 
involved a large amount of waste circulation for this particular com- 
pany. The reason given for the decision, however, that advertisements 
of technical sales service in trade papers are not accepted as credible 
by readers, could be at least partially controverted by the experience 
of companies in other industries which have advertised their technical 
sales services successfully in trade papers. The opinion expressed by 
this company, nevertheless, probably is sufficiently widespread to war- 
rant asking whether it is not opportune for the trade paper publishers 
to exercise more careful censorship on the statements regarding sales 
service appearing on their advertising pages. So long as there are 
doubts in the minds of any appreciable number of readers regarding the 
truth and sincerity of statements made in any advertisements in trade 
papers, all industrial advertising suffers. 

Irrespective of the question of the credibility of advertisements in 
trade papers, however, the market to which the J. P. Shaftesbury Com- 
pany was catering was so narrowly defined as to be clearly suited to the 
use of direct-mail circularizing for at least a part of its advertising. 

The aspect of this case of most general significance is the illustra- 
tion which it affords of circumstances under which technical sales serv- 
ice can be offered advantageously. The company’s machinery clearly 
was suited to marketing on a performance basis rather than on a price 
basis. It was essential that potential purchasers should be convinced 
that the machinery would perform satisfactory service. Although at 
least one-half the sales were on repeat orders, the capacity and life of 
the machines was such that the company needed to secure a substan- 
tial volume of orders from new customers each year. Each of the po- 
tential customers had special problems relating to the use of such 
machinery as was manufactured by the J. P. Shaftesbury Company. In 
order to secure their initial orders, it was necessary that they be assured 
that their special problems would be met. In order, furthermore, to 
obtain repeat orders, it was essential that customers be permanently 
satisfied not only with the actual performance of the machines which 
they bought but also with the use which they were making of pack- 
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ages. Hence, technical sales service such as that offered by the J. P. 
Shaftesbury Company was well advised. 

The fact that each machine or battery of machines constituted a unit 
sale of substantial amount rendered the offering of technical sales 
service more economical for the company than it would have been in 
the case of a company with materially smaller unit sales. Inasmuch as 
the cost of installation was borne by the J. P. Shaftesbury Company 
and a period of 30 days’ free trial allowed, furthermore, the study of 
the problems of each customer and the instruction of their operators 
constituted insurance against the incurring of heavy losses on rejected 
installations. To effect a sale, finally, prolonged negotiations had to be 
conducted. The analysis of a prospective customer’s needs furnished 
facts which were essential for the intelligent and effective conduct of 
such negotiations. Thus, this case furnishes an especially clear-cut 
example of circumstances calling for technical sales service. 


September, 1927 MiTeC. 


Waynax MACHINERY CoMPANY? 
MANUFACTURER—WELDING AND CUTTING EQUIPMENT 


SALES Promotion—Selection of Methods. The company, a manufacturer 
of portable welding and cutting outfits, wished to increase its sales 
volume, which, during the preceding seven years, when the company 
had done no sales promotion work, had declined materially. The com- 
pany was uncertain whether to attempt to promote sales by trade paper 
advertising, by direct-mail advertising, by personal solicitation by sales< 
men, or by price reductions. 


SALES PRoMOTION—Financing through Borrowed Funds—(Commentary). 
The company, a manufacturer of portable welding and cutting outfits, 
wished to increase its sales. Its plant was capable of increased pro- 
duction and the product was adapted to aggressive methods of sales 
promotion, but the company had only limited capital available for such 
work. The commentator’s opinion is that such a company is justified 
in borrowing additional working capital to carry out a program of sales 
promotion and that in this case capital for such activities was as neces- 
sary as for the financing of production. 


(1927) 


The original owner of the Waynax Machinery Company died 
in 1920. During the following seven years the company continued 
in operation, but litigation which was in process relative to the 
disposition of the property made active sales promotion impos- 
sible. Sales in that period declined from more than $100,000 
annually to $15,000 in 1926. By October, 1927, however, all legal 
difficulties had been settled and the new owner wished to take 
steps to increase the company’s sales volume. The company 
owed no money. Working capital available for sales promotion 
was limited to a few thousand dollars. 

The Waynax Machinery Company manufactured portable 
welding and cutting outfits for use with acetylene or with city gas 
and oxygen. The outfits included regulators for determining pres- 
sure, dial gauges for indicating pressure, and torches for cutting 
and welding. The company did not manufacture the dial gauges. 
The outfits ranged in price from $20 each to $100 each. The 
torches and the regulators could be purchased separately; often 
several torches were required with a single outfit. The life of the 
outfits was long but repairs were needed frequently, usually be- 
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cause of careless or improper handling, the owner of the company 
stated. 

Waynax outfits were made both for large and small work. They 
could be used for work on jewelry and for cutting and welding 
heavy steel beams. There were innumerable uses for them in 
manufacturing plants in which metals were used, in machine 
shops, in mills, and in automoblie repair shops and battery sta- 
tions. Telephone companies and firms manufacturing automobile 
bodies were large users. Automobile repair shops and battery sta- 
tions normally did not use more than one outfit. Large manufac- 
turing companies, on the other hand, often used a dozen or more 
outfits. 

Shortly before his death the original owner of the company 
had perfected and patented a regulator that incorporated features 
which, in the company’s opinion, made it distinctly superior to 
regulators sold with competing welding and cutting outfits. No 
concerted effort had been made to popularize this regulator. The 
new owner stated, however, that whenever a regulator of the im- 
proved type had been used the results had been highly satisfac- 
tory to the user and additional orders commonly had been placed, 
either by the user or by persons who had seen the regulator in the 
user’s plant. In 1922 the company had advertised its improved 
regulators for three months in the Engineering News Record, at 
a total cost of $210. This advertising had resulted directly in sales 
of more than $2,000. The Waynax Machinery Company sold its 
improved regulators to competing manufacturers of cutting and 
welding equipment as well as to users. There were several large 
competitors who were actively promoting sales of their products 
by means of salesmen and advertising. 

The three months’ advertising in the Engineering News Record 
was the only advertising which the Waynax Machinery Company 
had done after 1920. Prior to 1920 the company had advertised 
in trade papers; no salesmen had been employed, although the 
owner occasionally had visited large users. The orders which the 
company had received from 1920 to 1927 had resulted, in the 
main, from this earlier advertising and from the satisfaction which 
the outfits gave in use. 

The company’s factory was well equipped and, without addi- 
tions, could increase production to allow for annual sales of 
$75,000. Many of the factory employees, moreover, had been 
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with the company prior to the death of the original owner, so 
that the company expected no production difficulties. 

With one exception the company sold its cutting and welding 
outfits directly to users rather than to distributors. For several 
years the company had sold to a firm which resold to automobile 
repair shops and battery stations. This firm did not have an 
exclusive agency, and the company also sold directly in those 
markets. 

The company, in 1927, was uncertain whether to attempt to 
stimulate sales by trade paper advertising, by direct-mail adver- 
tising, by personal solicitation by salesmen, or by price reduc- 
tions. ‘The company’s prices were higher than those of some 
competitors and lower than those of others. The owner stated 
that the company could reduce its prices below the level of all 
competing prices and still secure a satisfactory gross margin. 

If the company employed salesmen, it planned to pay them on 
a commission basis. The commission tentatively considered was 
35% of sales. The salesmen would be expected to call on large 
users. It would be necessary for them to be able to explain the 
merits of the company’s outfits as compared with competing out- 
fits. In no event did the company intend to employ salesmen to 
call on automobile repair shops and battery service stations. Such 
equipment as it manufactured was in general use in those markets, 
but each repair shop and battery station seldom needed more than 
one cutting and welding outfit, and, in the company’s opinion, it 
often was difficult to make collections from those users. 

Prior to 1920 the company had undertaken, through its adver- 
tising in trade papers, to sell nationally. The new owner, in 1927, 
thought that it might be more satisfactory to concentrate sales 
efforts upon a limited territory. In that case, salesmen and direct- 
mail advertising would be used. 


Commentary: Here is the case of a company which apparently had 
meritorious products, including a patented accessory, but which had no 
sales organization and no marketing plan. The company had a well 
equipped plant that was being only partially utilized, and it had a 
supply of well-trained workmen; but it lacked funds for executing a 
broad program of sales promotion. 

The company had advertised for only three months and in only one 
publication during a period of seven years. It employed no salesmen. 
In other words, it was relying upon its products to sell themselves in 
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a competitive market. The company was selling its patented regulator 
to competitors for equipping their cutting and welding machines. That 
part of its market very likely could not be held after the patent ex- 
pired, even if the company was fortunate enough not to have keener 
competition with its regulator arise during the life of the patent. The 
company therefore was not building securely for the future or guarding 
adequately against displacement of a portion of its market. 

Three major questions are raised by these statements of facts. First, 
would the company’s products be responsive to aggressive methods of 
sales promotion? Second, were such methods of sales promotion 
needed? Third, could a plan for active sales promotion be financed? 

The answer to the first question is fairly clear. The fact that the 
company’s sales were made almost entirely to users who placed orders 
of their own accord indicates that the machines had merits which 
differentiated them from other makes of machines. The patent regula- 
tor was believed to be superior to other types of regulators. This regu- 
lator, it appears to a layman, could have been used as a powerful lever 
in promoting the sales of the company’s cutting and welding machines 
if the use of the regulator had been confined to the company’s own 
products, instead of being sold for use with competing products. 
The frequency of repairs necessitated by carelessness and improper 
handling by users suggests an opportunity for educational sales work 
that would have built goodwill. Finally, the results shown by the three 
months’ advertising in 1922 gave definite evidence of the responsiveness 
of the market. In the light of these facts the conclusion is inescapable 
that the company’s products were of a sort to which sales promotion 
efforts could have been applied successfully. 

The need for the use of aggressive sales methods already has been 
indicated, when it was pointed out that the company was not adequately 
safeguarding its market. There were several other manufacturers of 
cutting and welding equipment, furthermore, who were actively seeking 
to secure recognition of their products by users. The more progress 
those manufacturers made in strengthening their hold on the market, 
the less likely it was that the Waynax Machinery Company, with no 
aggressive sales program, could hold permanently even its meager share 
of the market. Hence, the company’s products not only were suited to 
the use of aggressive sales methods; they demanded such methods. 

In order to avoid assuming too great a financial burden, the com- 
pany probably should have begun its sales development program by 
concentrating its efforts on a limited geographical area or on a few 
selected industries, expanding as rapidly as experience and financial 
resources warranted. To carry out such a program it probably would 
have been necessary to secure additional working capital from outside 
sources, but that should have presented no serious difficulties. The 
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company had a strong case on which to seek to obtain funds. Its sales 
opportunities made it a good credit risk. This additional working 
capital, to permit the employment of several salesmen and to make pos- 
sible the carrying out of a continuous advertising program, was just as 
necessary as the use of capital to finance production, and reasonably 
could be expected to yield profitable returns. 

November, 1927 Mo TC. 


SHERIDAN CHEMICALS COMPANY? 
MANUFACTURER—INDUSTRIAL CHEMICALS 


TraDE NaME—Use of Distinctive Brand Names as Competitive Advantage. 
The company, which manufactured a complete line of industrial chem- 
icals, contemplated selling its products under distinctive brand names, 
in order to raise them out of the class of competing products. Such a 
brand name already had been applied to one of the products; com- 
petitors had in several instances applied distinctive names to certain 
other items which the company also manufactured and sold under their 
ordinary commercial names. 


(1926) 


The Sheridan Chemicals Company manufactured a complete 
line of industrial chemicals and was one of the largest chemical 
companies in New England, having annual sales of more than 
$3,000,000. In the company’s line there were more than 60 items, 
many of which were made in a variety of strengths. Among the 
products were: acetic acid; ammonia alum; ammonia anhydrous; 
ammonia aqua; arsenate of soda; battery acid; bisulphate of 
soda; brimstone; calcium chloride; carbonizer; chloride of alu- 
mina; chloride of zinc; depilatory; Glauber’s salt; hypochlorite 
of soda; oil of vitriol; muriatic acid; nitric acid; hydrate of alu- 
mina; sulphate of ammonia; dyestuff intermediates; and sul- 
phuric acid. The base product was sulphuric acid. With the 
exception of the hypochlorite of soda and an acid-proof paint that 
the company manufactured, none of the products were sold under 
distinctive brand names. Late in 1926, however, the executives 
were discussing the advisability of developing a brand name or 
brand names for some of the other products. 

The Sheridan Chemicals Company sold its products directly to 
large industrial users and also to wholesalers and mill supply 
firms. Inasmuch as freight charges represented a substantial item 
of cost in the delivered product, the company was unable to com- 
pete in areas outside of New England with companies located in 
those areas and, hence, confined its distribution to New England. 
In its own territory the company had several important competi- 
tors whose products were in general equal to Sheridan products. 
Industrial chemicals were highly standardized, and it was difficult 
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for one manufacturer to secure an advantage in quality over 
another manufacturer. This meant that price was an important 
factor in selling. Large users often purchased chemicals under 
yearly contracts; in such instances bids were asked for and the 
contracts were awarded to the firm offering the lowest prices. 

Some of the most important markets for the company’s prod- 
ucts were among textile mills, tanneries, paper mills, artificial ice 
and refrigeration plants, dye and chemical works, and steel and 
wire plants. Not all the chemicals, of course, were used by the 
same types of customers. The chief uses of some of the com- 
pany’s principal products, for instance, were as follows: Oil of 
vitriol (sulphuric acid)—acid manufacture, chemical manufac- 
ture, oil refining, pickling iron and steel, wool carbonizing, rubber 
recovery, tanning, dyeing, dyestuffs manufacture, and explosives 
manufacture. Battery acid (sulphuric acid)—used by battery. 
service stations and storage battery manufacturers. Nitric acid— 
jewelry manufacture, metal manufacture, electroplating, photo- 
engraving, cotton printing, dyestuffs and intermediates manufac- 
ture, and explosives manufacture. Muriatic acid (hydrochloric 
acid)—sugar refining, gelatine manufacture, wire drawing, pick- 
ling iron and steel, electroplating, bleaching, dyeing, soap manu- 
facture, leather manufacture, dyestuffs and intermediates manu- 
facture, and for cleaning brick construction. Acetic acid—dyeing, 
silk scrooping, calico printing, tanning, rubber manufacture, jew- 
elry manufacture, photo-engraving, artificial leather manufacture, 
varnishes and lacquers manufacture, pharmaceuticals manufac- 
ture, and manufacture of perfumes. Sulphate of alumina (alumi- 
num sulphate)—paper sizing, water filtration, treatment of sewage 
and industrial wastes, dyeing, and tanning. H ydrate of alumina 
(aluminum hydroxide)—preparation of pure aluminum salts, 
manufacture of aluminum metal, ceramic industries, and dry 
color work. Carbonizer (aluminum chloride)—used almost exclu- 
sively for carbonizing wool, as piece goods, raw stock, or shoddy. 
Glauber’s salt (sodium sulphate)—dyeing. Depilatory—wool 
pulling. Ammonia anhydrous (ammonia)—medium in refriger- 
ating machines. Sulphate of ammonia (ammonia sulphate )—fire- 
proofing textiles and paper, manufacture of scouring compounds, 
and as a fertilizer. The containers in which the products were 
delivered varied from bags and barrels to carboys, steel drums, 
tank cars, and tank trucks. 
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The company occasionally advertised its products in trade 
journals. It did not regard such advertising as particularly effec- 
tive in stimulating sales, however, and most of its advertising was 
done directly by mail. The advertising program was flexible, but 
in general the company undertook to send out each month one 
piece of direct-mail advertising for some one product. This adver- 
tising matter was sent to all actual and potential customers for 
the product in the territory. In view of the close price competi- 
tion on its products, the company stressed their reliability and 
the service it was prepared to render. The company was able to 
give prompt delivery, for instance. It also maintained a staff of 
expert chemists who would consult with and advise any customer 
as to his problems in the use of chemicals. Similar services, how- 
ever, also were rendered by the company’s competitors. 

In all its advertising, and also upon the containers used for its 
products, the company displayed its name and address promi- 
nently, printed in ordinary type. In 1926 the company had 
adopted a registered trade-mark, and that mark thereafter also 
was used in the advertising and upon the containers. The trade- 
mark consisted of a colored oval in the center of which there was 
an appropriate design. No name was incorporated in the trade- 
mark, and the mark could not be used by customers in calling for 
Sheridan products. 

In 1923 the company had begun to manufacture a hypochlorite 
of soda solution. This solution the company sold under the name 
“Tobol.” Tobol was essentially no different from other hypo- 
chlorite of soda solutions cn the market except that it was stated 
to be more stable than the ordinary industrial solution, losing its 
chlorine content less rapidly. The executives of the company 
were of the opinion that it was advantageous to market this 
product under an advertised brand name because the brand name 
tended to distinguish the company’s product from competing 
products. 

Tobol was originally developed as a bleaching agent and as 
such it was used by power laundries, textile mills, paper mills, 
and in the household. Later the company undertook to secure 
recognition for Tobol as a deodorant and disinfectant. In those 
capacities, Tobol was used by tanneries, fish plants, railroads, 
dairies, hospitals, and so forth. The company in its advertising 
usually referred to this product as “Tobol Bleach” or “Tobol Dis- 
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infectant,” rather than simply as ‘“Tobol,” and followed the name 
with the slogan “A Sheridan Product.” 

The only other product which the company sold under a dis- 
tinctive brand name was a paint which was resistant to the action 
of acids and which had been developed primarily for use in the 
company’s own plants; the company made no effort to stimulate 
sale of the paint, which was called “Tobax.” The name 
“Sheridan,” however, usually was used directly in connection with 
the company’s battery acid, its carbonizer, and its depilatory; 
that is, those items were listed as “Sheridan Battery Acid,” 
“Sheridan Carbonizer,” and “Sheridan Depilatory,” respectively. 

One of the company’s competitors recently had placed on the 
market a product designed to be used as a substitute for acetic 
acid by textile mills in connection with the dyeing processes. This 
product, which was cheaper than acetic acid, had been given a 
distinctive name by the manufacturer. The product itself could 
not be patented, and the Sheridan Chemicals Company also had 
begun to manufacture it. The executives were uncertain whether 
to follow the competitor’s example and give the product a brand 
name or to sell it under its customary commercial name. 

In another instance, a large company manufacturing aluminum 
had begun to market a substitute for alum under a distinctive 
name. The Sheridan Chemicals Company also sold this product, 
which was used chiefly by filter plants. The advertising manager 
of the Sheridan Chemicals Company stated that, in his opinion, 
the use of the brand name had not proved of any special advan- 
tage to the aluminum company. The market for the product was 
strictly limited, and price was an important consideration in its 
purchase. 

The executives of the Sheridan Chemicals Company were con- 
vinced that for certain of the products the use of a distinctive 
name clearly was inadvisable. One such product was sulphuric 
acid, which was so highly standardized that it practically was im- 
possible for one manufacturer to offer a product in any essential 
way different from any other sulphuric acid on the market. One 
of the executives stated that any attempt to market sulphuric acid 
under another name would be regarded as a joke in the trade. 
Muriatic acid and nitric acid, in the company’s opinion, were 
similar to sulphuric acid in this respect. 

The executives, however, desired in so far as possible to raise 
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Sheridan products out of the group of competing products and 
thought that one means of doing this might be the use of adver- 
tised brand names. No decision had been reached as to which 
products, if any, should be given distinctive names or as to 
whether a different name should be used for each product or a 
new blanket trade-mark for all the products. The advertising 
manager stated that, in general, competitors did not brand their 
products. He was inclined to think that it would be inadvisable 
to use trade names which would disguise the nature of the 
products. 


ComMENTARY: The company had four methods of identifying its 
products: (1) the registered trade-mark; (2) the company’s name 
and address on all containers; (3) the use of the word “Sheridan” as 
part of the product name for several items; and (4) special names, 
such as Tobol, supplemented by the slogan “A Sheridan Product.” 
The use of these various devices indicates that the products were of 
a sort that it was worth while to identify by means of a trade-mark. 
The question, then, is in regard to the manner of using these various 
identifying marks and possibly as to the advisability of increasing the 
number of marks. 

The registered trade-mark was a blanket trade-mark. Since it was 
only a symbol, however, it served merely as a protective device. The 
symbol, to be sure, enabled a buyer to ascertain that the genuine 
article had been delivered to him; but since the symbol was not phras- 
able, it did not assist a customer directly in placing an order. When 
a user of chemicals placed an order with a wholesaler for Sheridan 
products, the trade-mark enabled him to make certain that he re- 
ceived what he ordered; but that was as far as the influence of the 
symbol extended. 

The Sheridan name probably had more influence than the symbol 
as a trade-mark. The Sheridan name could have been protected against 
unfair trading, but as it was used it could not be registered and there- 
fore did not enjoy complete protection against infringement. Had the 
Sheridan name been written in a distinctive manner or incorporated 
in a distinctive device, it could have been registered and would have 
served admirably as a blanket trade-mark when placed on containers, 
when used as part of a product name, or when used in the slogan “A 
Sheridan Product.” 

Inasmuch as dependability in quality was one of the chief buying 
motives for such chemicals as the Sheridan Chemicals Company pro- 
duced, and since the same standards of quality were maintained on all 
the company’s products, the use of a blanket trade-mark was desirable. 
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Since the Sheridan name was phrasable, it was more useful in marketing 
than the symbol which had been registered as a trade-mark. It appears 
to me, therefore, that the company could have simplified its trade- 
mark problem and secured greater protection by adopting the word 
Sheridan, written in a distinctive manner, as its primary trade-mark. 

On the question of the use of special brand names on individual prod- 
ucts, the decision in each instance depended on the characteristics of 
the product. For the hypochlorite of soda solution, which had a 
special characteristic in being more stable than other hypochlorite of 
soda solutions on the market, a special brand name was useful in indi- 
vidualizing the company’s product. The same practice could well have 
been followed in giving special brand names to other products having 
distinctive characteristics. For the standardized articles, however, a 
blanket trade-mark embodying the company’s name would secure all 
the results that could be obtained by the use of special brand names 
and would form the simplest method of identification. 


January, 1927 Mery 


F. R. Priestly Company? 


MANUFACTURER—STEEL BALLS 


Trap—E NaME—Use of Distinctive Name as Competitive Advantage. Price 
competition on steel balls such as the company manufactured for use in 
ball bearings was severe. To lift its product out of this direct price 
competition, it was proposed that the company should make certain 
improvements in its balls and sell them under a registered name. 


(1928) 

The F. R. Priestly Company manufactured steel balls for use 
in ball bearings. Its customers were manufacturers who used the 
balls in their products. Among the customers were bicycle manu- 
facturers, manufacturers of roller skates, manufacturers of 
casters, manufacturers of windshield wipers and of other auto- 
mobile accessories, makers of factory trucks, manufacturers of 
phonographs, makers of lathe chucks, and automobile manufac- 
turers. Price competition on steel balls such as the company sold 
was becoming increasingly severe, and the company was forced 
to depend for its profits upon a large volume of sales at a narrow 
gross margin. In the early part of 1928, it was proposed that the 
company, in order to lift its product out of this direct price com- 
petition, should make certain improvements in its balls and then 
sell them under a registered trade name. It was not usual for 
steel balls to be sold under a trade name. 

In several of the larger cities in the United States, the company 
was represented by manufacturers’ agents with exclusive territo- 
ries. These agents received a commission on all sales in their 
territories. About 20% of the company’s sales were made through 
the agents. The remainder were made directly by mail, as the 
company employed no salesmen. The company was of the opinion 
that its product was suited to personal salesmanship. The gross 
margin on which the company was operating, however, was insuf- 
ficient to warrant the use of traveling salesmen. There were only 
a few users of such steel balls as the company made in any one 
city, moreover, so that salesmen’s traveling expenses would be 
high. 

The company did a nominal amount of trade paper advertising 





* Fictitious name. 
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but relied chiefly upon its direct-mail advertising. This adver- 
tising consisted of semiform letters, about 50 of which were sent 
out each day. The company also placed advertising material in 
its shipping cases. In its advertising the company stressed the 
dependability of its balls and their freedom from fire cracks, the 
quick delivery which it was prepared to make, and its attractive 
prices. The chief object of the advertising was to obtain inquiries. 
In an effort to distinguish its products from competing products 
the company had placed identification marks on the cases in 
which the balls were shipped and had called customers’ attention 
to these marks in its advertising. This effort apparently had made 
little improvement in the company’s marketing position. 

The F. R. Priestly Company was of the opinion that its balls, 
because of the method used in their manufacture, were superior 
to other balls in the same price class. The general manager of 
sales explained that most manufacturers of steel balls used high 
carbon steel. This steel, in the process of being formed into balls, 
was subjected to terrific pressure. The balls then were heat- 
treated, to harden them, and were immediately dumped into cold 
water. This sudden and necessary change of temperature caused 
cracks, so-called fire cracks, to appear in a portion of the balls. 
The balls were inspected and those with visible fire cracks were 
rejected. Internal cracks, however, did not show up until the balls 
were in use, when, under the strain, the cracked balls would break 
apart. 

The manufacturing process of the F. R. Priestly Company 
differed from this. Instead of using high carbon steel in the balls, 
the company used low carbon steel, which, of course, was much 
softer. After the steel had been formed into balls, the balls were 
placed in a carburizing furnace, where all except a small portion 
of the steel in the center of the balls was converted into high 
carbon steel. The small and relatively soft center served to absorb 
the strain to which the balls were subjected when taken from the 
heat-treating room and placed in cold water. Fire cracks conse- 
quently did not appear. The company, in fact, guaranteed its 
balls to be without fire cracks. The sales manager stated that 
manufacturers who once had experienced difficulty with fire 
cracks were willing to pay a higher price for balls guaranteed to be 
free from that defect. 

In addition to this superiority in product, the F. R. Priestly 
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Company was able to give prompter delivery than was given by 
most of its competitors. The company had 150,000 pounds of 
finished balls on hand at all times. All the stocks were carried at 
the factory; it was impracticable to carry stocks at branch points 
since the balls were likely to rust and when that happened had to 
be refinished. The sales manager stated that the company’s abil- 
ity to make prompt delivery was well known to users. 

Typical orders for balls, the sales manager stated, were for 
from 5,000,000 to 50,000,000 balls. It was customary for a firm 
each time it was in the market for steel balls to secure quotations 
from several manufacturers and to buy from the company quoting 
the lowest price, regardless of the source of previous purchases of 
balls and their satisfactoriness. The sales manager of the F. R. 
Priestly Company said in January, 1928, that price competition 
among ball manufacturers had been increasing seriously in the 
last six months. There were, he explained, a large number of 
small manufacturers making steel balls. In many instances, those 
manufacturers, he stated, had nothing to offer customers except 
low price; their products were not superior nor were they able to 
give exceptional service. The competition of these small manu- 
facturers was making it increasingly difficult for the larger manu- 
facturers to maintain the quality of their products and to support 
adequate sales and service organizations. 

To the sales manager of the F. R. Priestly Company it 
appeared that the company’s difficulty lay in the lack of “person- 
ality” in its product. One steel ball looked very much like any 
other steel ball. To meet this difficulty the sales manager pro- 
posed that the company should make certain improvements in its 
balls; that it should undertake to give the balls a distinctive 
finish, so that they readily could be recognized; that it should 
develop a suitable and descriptive trade name; and that it should 
conduct an extensive advertising campaign to introduce the im- 
proved product under the name selected. 

Tentative investigation led the company to conclude that it 
would be possible to give the balls a finer grain, so that they would 
stand up under great weight and speed, without appreciably in- 
creasing the cost of production. This improvement would also 
open up a new market for the company, chiefly among manufac- 
turers of machinery where balls were required that were equal to 
a greater strain than the company’s balls as then made could bear. 
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It also appeared to be feasible, from a manufacturing point of 
view, to give the balls a distinguishing finish. The company had 
not thought of a suitable trade name. Whatever name was chosen 
should, in the executives’ opinion, be descriptive of the balls or of 
some outstanding quality of the balls. The name would be regis- 
tered. No details of the advertising campaign to be used had been 
worked out. The sales manager favored introducing the trade- 
marked product as something entirely new. 

Yearly fluctuations in the prices of steel balls followed the 
changes in the prices of steel. If the steel market was falling 
when the company launched its campaign for the improved balls, 
the company would plan to maintain its existing level of prices. 
If, on the other hand, steel prices were rising, the company would 
plan to increase its prices slightly. 


CoMMENTARY: There seems to have been a weak spot in the F. R. 
Priestly Company’s marketing program which the company had not 
diagnosed. The company manufactured a product superior to that of 
many of its competitors in that the steel balls which it made were free 
from fire cracks and, in fact, were guaranteed against such defects. 
The company also carried a large stock from which prompt deliveries 
could be made. Nevertheless, the company was gaining little benefit 
from having a superior product and offering superior service. It was 
forced to compete directly in price with other manufacturers by sub- 
mitting bids to prospective purchasers. The buyers of steel balls showed 
little appreciation, apparently, of the quality of the F. R. Priestly Com- 
pany’s product or of its service. 

The proposal to make further improvements in the company’s prod- 
uct and to trade-mark it was in accordance with constructive merchan- 
dising practice.? Nevertheless, aside from the fact that a wider market 
would be opened to the company by offering balls of finer grain, there 
was no definite reason for expecting advantages to accrue from adoption 
of the proposal. Improvements in the product and use of a trade name 
in themselves would not necessarily assure brand discrimination by the 
companies buying steel balls. The F. R. Priestly Company already had 
a superior product but had attained no material advantage therefrom. 

The fact that the company employed no salesmen may or may not 
have been a reason for the lack of appreciation of the quality of its 
product in the market. To express an opinion on that point or on other 
possible causes for the lack of brand discrimination would be hazardous 
until a thorough diagnosis had been made. The general tone of the 
statements in the case, however, suggests that the company had not 


* See also Sheridan Chemicals Company, page 340. 
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undertaken to impress forcibly upon potential customers the fact that 
by using superior balls in their bearings the efficiency of their products 
would be raised and the products’ salability thereby enhanced. It 
was not enough for the company to convince potential customers that 
its product was superior. The task was rather to convince them that it 
was to their advantage to use the superior product. The company’s 
proposed advertising campaign, supported by improvements in the balls 
and by use of a trade name, should have facilitated this task. 


February, 1928 M. T. C. 


HoiLpEN ComMpANy’ 


MANUFACTURER—PIPE FITTINGS 


TrapE NamMe—Use of Distinctive Brand Names for Identical Lines. The 
company, which manufactured high-grade heavy pipe fitting special- 
ties, controlled two subsidiary companies that manufactured directly 
competing lines of light-weight pipe fittings which were sold on a 
price basis. Each of the three lines of fittings was sold under a dif- 
ferent trade name. It was proposed that both lines of light-weight fit- 
tings should be sold under the same trade name. 


SALES ORGANIZATION—Segregation of Sales Forces by Lines of Products. 
The company, which manufactured high-grade heavy pipe fitting spe- 
cialties, controlled two subsidiary companies that manufactured directly 
competing lines of light-weight pipe fittings that were sold on a price 
basis. It was proposed that the sales organizations of the three com- 
panies should be consolidated. 


(1926) 


The Holden Company manufactured good quality heavy pipe 
fitting specialties for use principally on high-pressure pipe lines in 
the power and oil industries. The company also controlled, 
through majority stock ownership, two companies which manu- 
factured light-weight pipe fittings for use in domestic heating and 
plumbing. The two light-weight lines of pipe fittings were directly 
competitive in price and quality. Prices of the heavy-weight 
fittings averaged about three times the prices of the light-weight 
fittings of similar sizes. The Holden Company had acquired con- 
trol of the subsidiary companies about 1920. It had maintained 
the companies as separate entities and also had maintained sep- 
arate sales organizations for them, although it had combined most 
of the manufacturing of the three companies. Officials of the 
Holden Company, in 1926, were considering the advisability of 
combining the sales organizations of the three companies and of 
dropping one of the brands of light-weight fittings. Although the 
existence of the separate corporate entities and the personal inter- 
ests of a few minority stockholders of the subsidiary companies 
presented some legal and practical difficulties to consolidation, the 
officials of the Holden Company believed these difficulties could 
be adjusted if consolidation were desirable from a marketing 

* Fictitious name. 
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standpoint. None of the three companies manufactured complete 
lines of plumbing supplies; each specialized in a few articles of 
pipe fittings such as tees, elbows, and unions. 

The Holden Company had specialized for about 1 5 years in the 
manufacture of heavy-weight pipe fitting specialties, which it sold 
under a brand name. These specialties had certain patented and 
other special features which the company had emphasized through 
trade-paper advertising. The products had an established reputa- 
tion and were sold on a quality basis. The company directed its 
advertising appeal to engineers in the power and oil industries. 
Those engineers usually were in a position to specify the type and 
make of pipe fittings to be used, although the actual purchasing 
was done by purchasing agents or by steam-fitting or plumbing 
contractors. The Holden Company sold its heavy-weight fittings 
to selected steam fitters’ and plumbers’ supply firms. It was rep- 
resented by two or more of these selected distributors in practi- 
cally every city of over 30,000 population in the United States. 
The company employed from three to five salesmen to visit the 
selected distributors about once a year to take orders, to adjust 
complaints, and to do a small amount of missionary work among 
customers or prospective customers of the distributors. One sales- 
man was located permanently on the Pacific Coast. The others 
traveled east of the Rocky Mountains and had itineraries planned 
by the home office. The selected distributors did not have exclu- 
sive territories and were not bound to carry only the Holden line 
of fittings. The company protected its selected distributors by 
quoting a smaller discount to supply firms which did not stock 
Holden products regularly. 

The two subsidiary companies sold their products to plumbing 
supply firms, which in turn sold to heating and plumbing contrac- 
tors and master plumbers. The sales manager of the Holden 
Company stated that light-weight pipe fittings for domestic 
plumbing and heating were sold almost entirely on a price basis. 
The two subsidiary companies sold to any supply firms that 
wished to purchase. The list prices on the two lines were the 
same and the prices to distributors averaged about the same, 
although the discounts to distributors were varied according to 
competitive conditions and as a result of individual bargaining. 

The executives of the Holden Company had made the following 
observations in regard to the buying habits of contractors, 
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plumbers, and supply firms. A contractor or plumber frequently 
confined all his purchases of supplies to a single supply firm. 
Ordinarily the contractors and plumbers had no brand prefer- 
ences in light-weight pipe fittings. A master plumber, for instance, 
after estimating a job, might send an itemized statement of his 
requirements to his supply firm without mentioning brands; he 
might, for example, order “12 black iron ground ball-joint 
unions.” He would take whatever brand his supplier sent. Build- 
ing owners, contractors, and architects rarely specified the brand 
of pipe fittings to be used in the plumbing and heating systems. 
On large jobs, plumbing and heating contractors frequently listed 
their requirements for supplies and submitted the estimates to 
several wholesale supply firms, for bids on the total requirements. 
Supply firms ordinarily stocked only one brand in each item or 
line of pipe fittings. They frequently changed brands, however, 
depending upon price quotations. A supply firm, when its stock 
became low, usually reordered at the best price obtainable and, 
therefore, might have remnants of several brands in stock at any 
one time. While in general it appeared that the supply firms pur- 
chased light-weight fittings on a price basis irrespective of brand, 
there were many firms which would not stock the same brand as 
competing firms, because to do so permitted direct price com- 
parison by customers. 

There were three or four large companies in the United States 
that manufactured almost complete lines of pipe fittings and 
plumbing supplies. Those companies had branch offices in prin- 
cipal cities and each company usually had distributors who 
stocked its full line in almost every city of any consequence. The 
distributors, however, except in a few instances, were not under 
agreement to purchase exclusively from the large manufacturers, 
and frequently the distributors purchased light-weight fittings on 
a price basis from small manufacturers of limited lines of fittings. 
There were many small manufacturers who limited their lines to 
one or a few specialties such as light-weight unions or nipples. 
These companies sold their products on a price basis either 
branded or unbranded through any supply firms that would pur- 
chase. A few manufacturers who specialized in limited lines of 
high-grade heavy pipe fittings, such as unions for steam lines, like 
those sold by the Holden Company, sold their branded products 
on a quality basis through selected distributors. 
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The two subsidiary companies of the Holden Company had 
approximately equal volumes of sales, and the combined sales of 
the two companies approximately equaled the total sales of the 
Holden Company in dollars. Each subsidiary company usually 
had from one to three traveling salesmen who visited supply firms. 
After the Holden Company acquired control of the two com- 
panies, it combined the manufacturing departments and arranged 
the sales departments so that the correspondence and price quota- 
tions for all three companies were cared for by a central office. 
Each company, however, used its own stationery, had a separate 
mailing address, and had its letters signed by different sales offi- 
cials. The control of salesmen of the three companies also was 
vested in the central office. Most of the sales of light-weight 
fittings were made in the central and eastern parts of the United 
States. The central office arranged salesmen’s routings so that in 
general salesmen of one subsidiary company traveled only in the 
eastern part of the United States and salesmen of the other sub- 
sidiary company traveled only in the central part of the United 
States. These territories overlapped, however, so that salesmen of 
the two companies frequently were in direct competition. About 
40% of the two companies’ total sales of light-weight fittings were 
made through the central office by means of mail or telegraph 
quotations in answer to inquiries. 

The salesmen for the Holden heavy pipe fittings spent about 
one-third of their time taking orders for the branded lines of the 
subsidiary companies. The Holden salesmen ordinarily made 
these sales to supply firms other than the selected distributors for 
the Holden products. The supply firms in general were unaware 
of the connection between the three companies. The Holden Com- 
pany had not wished to identify its quality line of heavy-weight 
pipe fittings with the cheaper light-weight lines of fittings which 
were sold on a price basis. The company’s salesmen commonly 
solicited orders for one of the lines of light-weight fittings from 
several supply firms in a city and then visited other supply firms 
in the same city to solicit orders for the other line of light-weight 
fittings. Neither line of light-weight fittings, prior to 1925, had 
been advertised in trade papers. The only advertising by com- 
petitors had consisted of one-fourth and one-eighth page adver- 
tisements in trade papers. The total sales expense for each of the 
three affiliated companies equaled about 10% of total sales. 
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A few officials of the Holden Company were opposed to identi- 
fying either of the subsidiary companies, with its light-weight 
fittings sold on a price basis, with the Holden Company, which 
manufactured only heavy pipe fitting specialties sold on a basis 
of quality. The salesmen for the light-weight fittings were trained 
in meeting price arguments and were not well qualified to sell 
Holden products. Those officials also advanced arguments in 
favor of keeping the identity of the two competing lines separate. 
Although the continuance of two brands resulted in considerable 
duplication of sales functions, it was thought that the use of two 
brands resulted in a greater sales volume than could be obtained 
with one brand. A few supply firms, for example, had stated that 
they did not wish to stock the same brands of pipe fittings as their 
nearest competitors, especially if they believed that the competi- 
tors, because of large size, were receiving additional discounts on 
the line. Since plumbers usually confined their purchases to one 
supply firm, the pipe fittings could secure wide distribution only 
through a large number of distributors. By making slight varia- 
tions in quotations between the two competitive lines, the central 
office frequently could secure for one or the other of the two 
subsidiary companies orders which otherwise would go to other 
companies. 

Neither of the subsidiary companies ever had sent salesmen to 
the Pacific Coast. In 1925 the Pacific Coast salesman of the 
Holden Company proposed an arangement whereby light-weight 
pipe fittings would be sold on a commission basis by manufac- 
turers’ agents on the Pacific Coast. The Holden Company author- 
ized its Pacific Coast salesman to appoint as representatives for 
one of the subsidiary companies two agents, each of whom was to 
cover about half of the Pacific Coast territory, and to appoint as 
representative for the other subsidiary company one agent who 
was to cover the whole Pacific Coast. All these agents had been 
long established on the Pacific Coast and represented other east- 
ern manufacturers of allied but noncompeting lines of plumbing 
supplies. They secured orders from plumbing supply firms and 
forwarded those orders to the central office. The Holden Com- 
pany’s salesman supervised the appointment of these agents and 
exercised control in regard to price quotations and credit. He 
received a commission on all sales made in his territory for the 
subsidiary companies. By maintaining the two competitive 
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brands the Holden Company, in this instance, was able to secure 
more than one exclusive representative in each territory. 


CoMMENTARY: Two sets of issues are involved in this case, one 
relating to the branding of merchandise, and the second relating to the 
policy of segregation of sales force. 

It was sound policy for the Holden Company to keep the brand of 
its light-weight fittings separate from that of its more important product, 
the heavy-weight fittings. To have sold light-weight fittings under the 
same brand as the heavy-weight fittings was likely to lead to confusion 
of the products on the part of consumers and dealers, with danger of 
harming the brand reputation of the heavy-weight fittings. The latter 
were of a better quality than the light-weight fittings and were being 
promoted on buying motives other than economy in purchase. Although 
a separate brand was advisable, it was neither necessary nor desirable 
for the Holden Company to attempt to keep from the trade the fact 
that it manufactured light-weight fittings. A separate brand name 
would have been sufficient to prevent confusion between the two prod- 
ucts in the minds of buyers and to permit their promotion through ap- 
peal to different sets of buying motives. 

The wisdom of maintaining two brands of light-weight fittings, how- 
ever, is open to question, especially since the company followed the 
further practice of maintaining separate sales forces to promote the 
sales of the two brands. 

The executives of the Holden Company presented evidence that for 
light-weight fittings brand meant little or nothing. Light-weight fittings 
were more or less of a staple. Not only the plumbing contractors but 
the supply houses themselves bought largely on a price basis and were 
satisfied that practically any light-weight fitting from a reliable manu- 
facturer would adequately fill the users’ needs. Apparently there was 
little opportunity for the company to concentrate upon one brand and 
build for it any appreciable degree of brand preference whereby com- 
peting supply firms would stock it.’ 

Although brand apparently meant little in selling light-weight fittings, 
it was stated that some supply firms disliked to carry the same brand 
of fittings as competitors carried since to do so permitted price com- 
parison. Accordingly, the company sold two brands so that competing 
dealers in the same locality might carry different brands. 

It is not unusual for a manufacturer to sell the same product under 
two brands in order to secure more than a single outlet for his mer- 
chandise in a community. This is found in the marketing both of 
consumers’ goods and of industrial goods. In such instances, however, 


2See Strength Union Company (C), page 372. 
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there is generally a continuity of relationship between the manufacturer 
and the distributors for his individual brands. Ordinarily the manu- 
facturer uses a selected distributor or exclusive agency plan for his 
various brands. Although this results in competition within local 
markets between the brands, still it has the justification of permitting 
the manufacturer to meet the desire of distributors to handle individual 
brands, and thus permits a larger amount of patronage than would be 
secured by selling through a single distributor in the community with 
all promotional efforts centered upon one brand. 

In the present instance, however, we do not find this continuity of 
relationships between distributors and manufacturer which ordinarily 
characterizes the use of different brands on identical merchandise. The 
same distributor was likely to shift and buy different brands according 
to price quotations, although certain distributors apparently avoided 
handling at any one time the same brand that competitors were selling. 
Since there was a lack of continuous patronage by supply firms, and 
since price apparently was bound to play such an important part in 
the sale of this staple, with little or no brand discrimination, it is not 
believed that the company secured much benefit from maintaining 
separate brands. Although it would probably have been wise for the 
company to maintain a brand for its light-weight fittings to secure 
whatever brand discrimination was possible, it would seem feasible for 
the company, in order to overcome the prejudice on the part of those 
distributors who did not wish to stock the same brand as competitors, 
to sell the same fittings unbranded when necessary. 

The real objection to the situation came in the setting up of separate 
sales organizations for the different brands with resulting expense from 
duplication of effort. Not only did the company have separate sales 
forces for its two light-weight fittings, but it had a third sales force for 
heavy-weight fittings which gave some time to the light-weight fittings. 
Ordinarily, when a manufacturer sells the same product under two 
brands to different distributors in a community, the same salesman calls 
upon both distributors with resulting economy in sales coverage. From 
such evidence as we have, the Holden Company was not entirely logical 
in its branding policy in so far as it sought sales of different brands to 
more than one distributor in a community, for the case states that 
the salesmen for the most part operated in different territories and only 
in certain territories were they actually competing with one another. 
In so far as they did compete, however, duplication of effort meant in- 
creased selling costs. Moreover, systematic coverage of the market 
was not likely to result. 

Since economy in purchase apparently was an essential factor in 
securing sales, the company should have organized its selling force to 
operate as economically as possible so as to be able to quote favorably. 
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Then, through systematic selling and service, it should have sought to 
establish patronage upon as stable a basis as it could. To accomplish 
an economical and systematic coverage of the market, a single sales 
force handling both lines of light-weight fittings and perhaps also the 
heavy-weight fittings would appear suitable; the same men apparently 
could maintain the established relationships for the heavy-weight fit- 
tings and at the same time call on possible outlets in any locality for the 
light-weight fittings. 

From the standpoint of organization and management of the sales 
force when companies consolidate, this case is similar in some respects 
to the case of the Munro-Cliff Company.’ 

April, 1928 N. H. B. 


*See Munro-Cliff Company, page 245. 


Prior AuToMATIC MACHINERY CompPANy’ (B) 
MANUFACTURER—BOTTLING MACHINERY 


Trape NAME—Advertising Used to Transfer Goodwill from One Trade Name 
to Another. The company, which was well known as a manufacturer 
of high-grade packaging machinery, purchased a company which had a 
reputation for making bottling machines of high quality. The com- 
pany decided to sell the bottling machinery under its own name, but, 
in order not to lose the goodwill attaching to the name under which 
the machinery previously had been sold, to effect the change in names 
gradually through advertising. 

(1925) 

The Prior Automatic Machinery Company for 35 years had 
manufactured packaging machinery in Chicago. In 1925 the com- 
pany purchased all the common stock of the Toledo Bottling 
Machinery Company,’ of Toledo. Officials of the Prior Automatic 
Machinery Company, in 1925, considered whether to continue 
selling the bottling machinery under the Toledo name or whether 
to advertise and market this machinery as a product of the Prior 
Automatic Machinery Company. 

The Prior Automatic Machinery Company manufactured 
machinery which was used to fill, seal, and label packages. The 
principal markets for the machinery were among manufacturers 
of food products, such as flour, cereals, and coffee. A set of the 
machines had a capacity of about 18,000 packages a day. This 
large capacity limited the market mostly to manufacturers of 
nationally advertised products. A set of the machinery which 
would take a package through all the operations of packaging sold 
for approximately $18,000. The company had less than 500 cus- 
tomers and its annual sales were over $1,500,000. The company 
sold directly to users. It employed six salesmen and four service 
men. There were three branches in the United States, in addition 
to the main office, and four branches in large foreign cities. The 
domestic branches were located in New York City, Boston, and 
San Francisco. 

The Toledo Bottling Machinery Company for about 20 years | 
had manufactured bottling and small canning machinery which it 
sold principally to pharmaceutical manufacturers and manufac- 


* Fictitious name. See also Prior Automatic Machinery Company (A), page 200. 
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turers of cosmetics. The unit selling prices of the bottling 
machinery ranged from $550 to $4,000, and the bottling 
machinery company had fewer than 500 active customers with 
whom salesmen maintained relations. The company had a reputa- 
tion among users of bottling machinery similar to that of the 
Prior Automatic Machinery Company among users of packaging 
machinery. The sales organization had consisted of branches in 
Chicago and in New York City, with one salesman at each, a sales 
manager and a salesman at the home office in Toledo, and agents 
in a few foreign cities. Service had been cared for by the sales- 
men. The annual sales of the company had amounted to approxi- 
mately $150,000. 

The factory of the Prior Automatic Machinery Company at 
Chicago was fitted to take over the manufacture of bottling ma- 
chinery without much additional capital investment or change in 
equipment. Accordingly, after the purchase of the Toledo Bot- 
tling Machinery Company, the Prior Automatic Machinery Com- 
pany discontinued the factory in Toledo, transferred all manu- 
facturing operations to Chicago, and brought the sales manager 
and one salesman from Toledo to Chicago. The corporate identity 
of the Toledo Bottling Machinery Company was continued, and 
the sales organization for bottling machinery was kept separate 
from the sales organization for the packaging machinery. In New 
York City, Chicago, and Boston, the salesmen of the two com- 
panies occupied the same offices. In San Francisco the salesman 
for the packaging machinery also acted as salesman for the bot- 
tling machinery. 

The Prior Automatic Machinery Company had spent about 
$35,000 annually for advertising. Fifty per cent of this appro- 
priation had been used to advertise in trade papers which reached 
users of packaging machinery, and 50% had been spent on cata- 
logs and direct-by-mail circularizing. The company advertised 
ordinarily in eight trade publications. It considered the burden of 
its advertising to be institutional, for the purpose primarily of 
keeping the company name before users of packaging machinery 
and of announcing any new improvements. The Toledo Bottling 
Machinery Company had advertised its bottling machinery in 
trade papers which reached pharmaceutical and cosmetic manu- 
facturers. It regularly had used full-page advertisements in three 
monthly trade journals. Although the Prior Automatic Machinery 
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Company was well known to users of packaging machinery, its 
reputation had not extended to users of bottling machinery. The 
company wished eventually to become an important factor in the 
manufacture of bottling machinery. It believed, however, that if 
it discontinued the use of the Toledo name at once, it would have 
no more advantage in the bottling machinery trade than a new 
and unknown company. 

Officials of the Prior Automatic Machinery Company decided 
to continue the manufacture of bottling machinery under the 
Toledo name. The company sent letters to all customers of the 
Toledo Bottling Machinery Company and to prospective pur- 
chasers of bottling machinery announcing the purchase of the 
company by the Prior Automatic Machinery Company. The 
name plates on new machines at first were to bear the Toledo 
name and trade-mark with the notation that the machines were 
manufactured by the Prior Automatic Machinery Company. 
Advertising in pharmaceutical trade papers was continued under 
the Toledo name without mention of the Prior Automatic Ma- 
chinery Company, but with the factory location given as Chicago 
instead of Toledo. The Prior Automatic Machinery Company 
planned gradually over a period of about two or three years to 
make the Toledo name less prominent in the advertising and to 
make more prominent the Prior name until the Toledo name could 
be dropped entirely. It was thought that thereby the loss of the 
goodwill which the Toledo Bottling Machinery Company had 
developed would be minimized. The advertising manager planned 
to continue for three months the advertisements in the three trade 
journals under the Toledo name with the factory location changed. 
He planned then to insert beneath the Toledo name the note, 
“manufactured by the Prior Automatic Machinery Company.” 
For a period of six months he would increase the size of the note 
and decrease the size of the Toledo name until at the end of that 
period the positions of the two names would be reversed. After 
a year or a year and a half he would discontinue the Toledo name 
in advertisements but would continue it possibly another year on 
the machine name plates. 


ComMENTaRy: The two primary issues raised in this case are: (1) 
whether it was advisable for the Prior Automatic Machinery Company 
to keep the name of the Toledo Bottling Machinery Company associated 
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with the bottling machinery for a shorter or longer period of time; (2) 
whether the goodwill associated with the one name could be transferred 
to the other name. 

The decision of the Prior Automatic Machinery Company, after the 
purchase of the Toledo Bottling Machinery Company, to associate for 
some time the Toledo name with the bottling machinery undoubtedly 
was sound. Under the Toledo name goodwill had been built; the name 
represented a source in which the users had learned to place confidence. 
On the other hand, the Prior Automatic Machinery Company was not 
at all known as a manufacturer of bottling machinery. To throw over 
abruptly the name of the Toledo Bottling Machinery Company un- 
doubtedly would have meant the loss of a selling momentum coming 
from the goodwill attached to the Toledo name. 

On the other hand, the decision to try to shift this goodwill to the 
Prior Automatic Machinery Company ultimately so as to indicate this 
company as the source of reliable bottling machinery was wise. In 
the long run it probably would be economical and more effective for the 
Prior Automatic Machinery Company to market both types of machin- 
ery under one name. All publicity and advertising could be directed 
to one name and goodwill and patronage could be built about that 
name. The products were closely enough allied to be marketed satis- 
factorily under the name of the Prior Automatic Machinery Company. 
Moreover, the quality of the bottling machinery was as high as that 
of the packaging machinery, so that the Prior Automatic Machin- 
ery Company did not have to fear that the new machinery would de- 
tract from the manufacturing reputation of the company.” 

The issue then became one of finding a method of transferring the 
goodwill built around the Toledo name to the Prior Automatic Machin- 
ery Company. Enough instances are known to the writer to indicate 
that goodwill can be transferred. Among the important considerations 
in such a transfer is the time element. Evidence indicates that such 
a transfer should be gradual. Mere announcement of purchase of a 
company with abrupt change of its name would appear to be a less de- 
sirable method of establishing the reliability of the new name as a 
source of purchase and of transferring the goodwill attached to the old 
name than would gradual transfer through advertising. 

The method adopted by the Prior Automatic Machinery Company of 
gradually building up through its advertising an understanding that it 
was the source of bottling machinery of the high quality associated with 
the Toledo name, and was equally worthy of the patronage that was 
accorded the Toledo Bottling Machinery Company, was probably sound. 


March, 1926 N. H. B. 


?See Hardy Confectionery Company, 1 H.B.R. 424; commentary, 2 H.BR. 
526; Daving Shoe Company, 2 H.B.R. 187. 


STRENGTH UNION Company’ (C) 
MANUFACTURER—PIPE UNIONS 


ADVERTISINGC—To0 Establish Brand Recognition. A manufacturing company 
which had established a preference among large industrial consumers 
for its branded high-grade patented pipe unions was having a sub- 
sidiary company produce and market under a separate brand, but with- 
out advertising, lighter weight unions adapted to installation and repair 
work in all buildings using pipes. Although the light-weight unions had 
no specially distinguishing features, were subject to severe price compe- 
tition, and were largely in the nature of a convenience item, the com- 
pany decided to attempt to build up brand recognition and preference 
for these unions through trade paper advertising, catalogs, and circulars. 


(1926) 


The Strength Union Company, located in New York, for over 
15 years prior to 1926 had manufactured good quality, heavy pipe 
unions for use principally on high-pressure pipe lines. The unions 
were branded and had national distribution through steam fitters’ 
and plumbers’ supply firms. Through constant advertising of its 
brand in the trade papers in the power, oil, and railroad industries, 
the company had built up a brand preference and, in many in- 
stances, a brand insistence among users. The Talbot Foundry 
Company,’ a subsidiary managed by the Strength Union Com- 
pany, manufactured light-weight unions for use in domestic 
plumbing and heating systems. Although these unions were 
branded as the “No Equal” unions, the Talbot F oundry Com- 
pany never had advertised. The No Equal unions were sold on 
a price basis and had practically no brand identity among users. 
In 1926 it was proposed that the Talbot Foundry Company 
should advertise the No Equal unions in an attempt to develop 
brand discrimination on the part of consumers. 

The Strength unions, prior to 1915, had been in much the same 
competitive position as were the No Equal unions in 1926. The 
products of the Strength Union Company before 1915 had no 
established brand identity except in a few local instances, and 
were sold largely on a price basis. The company had determined, 
however, on a policy of specialization in a few steam-fitting spe- 


*Fictitious name. See also Strength Union Company (A) and (B), pages 
166 and 297, respectively. 





372 


STRENGTH UNION COMPANY (C) 373 


cialties such as heavy unions, elbows, and tees of good quality and 
durability. It then had started to advertise those products in trade 
papers which reached engineers, steam fitters, and master plumb- 
ers in power stations, railroads, and oil fields. Those persons 
usually were in a position to specify the make of pipe fittings to 
be used. In its advertising the company had stressed certain 
patented features of the unions and also other features of con- 
struction which made the Strength unions durable, reliable, con- 
venient for installation, and in many ways superior to competing 
products. 

In addition to trade paper advertising, the company, when it 
first introduced its products nationally, had circularized engi- 
neers and prospective users, and had employed missionary sales- 
men to visit steam fitters, contractors, and engineers. The trade 
paper advertisements had carried coupons by which interested 
persons could secure samples and further information. In ana- 
lyzing groups of returned coupons on advertisements directed to 
the power field, the company learned that about 50% of the 
replies were from chief engineers and assistant engineers. After 
the Strength unions had been advertised for several years and had 
established their brand identity and secured national distribution, 
the company had discontinued the missionary salesmen and had 
omitted coupons from its advertisements. It had continued to 
place full-page advertisements in leading trade papers in the 
power and oil industries. Those advertisements continued to 
stress the special features of the unions and to tie in the Strength 
name with the products’ reputation for quality. The company 
had succeeded in lifting the Strength unions out of the staple 
class, with the result that price alone did not determine sales. 

The Strength Union Company, in 1926, was distributing its 
unions through selected steam fitters’ and plumbers’ supply firms. 
Usually two or more supply firms in each large city regularly 
carried stocks of Strength unions. The supply firms ordinarily did 
not carry stocks of competing brands of heavy unions, although 
they usually carried stocks of cheaper light-weight unions for 
domestic piping. Originally the company had appointed certain 
supply firms as exclusive distributors; this plan had been sup- 
planted by the plan of selected distribution.* The Strength Union 
Company would sell to any supply firm, but it protected its 

*See Strength Union Company (A), page 166, 
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selected distributors by quoting smaller discounts to those firms 
which did not carry stocks of Strength unions regularly. The 
company had three salesmen who traveled throughout the United 
States visiting supply firms. One of the officials also traveled 
extensively. The salesmen were not assigned to specific territories 
but were sent on trips planned at the home sales office. In addi- 
tion to taking orders and maintaining cordial relations with the 
wholesale distributors, the salesmen did some missionary work by 
calling on large contractors and users and inducing them to order 
Strength unions from the nearest supply firm.* Salesmen were 
able to visit each supply firm only once or twice a year. During 
the remainder of the year the selected supply firms sent in re- 
orders without solicitation by salesmen. 

The unions manufactured by the Talbot Foundry Company 
were of lighter weight than the Strength unions and were not 
adapted for use on high-pressure lines. They were sold chiefly 
for use in domestic plumbing and heating installations and for use 
in other buildings where heating pipes, water pipes, or bathroom 
fixtures were required. Plumbing and heating contractors were 
the purchasers of pipe fittings. They purchased from local plumb- 
ing supply firms. Officials of the Talbot Foundry Company 
stated that building construction contractors and architects rarely 
specified a particular brand or make of fittings to be used, and 
that heating and plumbing contractors themselves rarely had any 
preference in unions; light-weight unions were staple products 
and the price for a given size and weight was the principal con- 
sideration. The plumbing supply firms likewise purchased on a 
price basis. A supply firm might purchase a supply of one make 
and, as the supply became low, ask for prices from several manu- 
facturers. It would purchase where it was offered the best price 
and the best delivery. Thus, supply firms frequently had in their 
stocks remnants of several brands of light unions. 

The Talbot Foundry Company had two salesmen who traveled 
out of New York and covered the northeastern and north-central 
parts of the United States. They sometimes were sent on trips to 
other sections of the United States. These salesmen called upon 
most of the plumbing supply firms in the territories covered and 
usually visited each supply firm three or four times a year. Most 
of the distribution of No Equal unions was in the northeastern 
~ * See Strength Union Company (B), page 297. 
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and north central states, although the company had scattered 
sales throughout the United States. The No Equal salesmen were 
trained in making sales under price competition. Hence, they 
became accustomed in their selling work to use buying motives 
different from those used by the salesmen of Strength unions, who 
sold those items on a quality and specialty basis rather than on 
a price basis. 

The three salesmen who sold Strength unions also spent a small 
portion of their time soliciting orders for No Equal unions. In 
most instances these salesmen sold to No Equal users and to 
supply firms other than those which regularly stocked Strength 
unions. Supply firms in general were not aware that the Strength 
Union Company and the Talbot Foundry Company were under 
practically the same management. When the distributors of 
Strength unions inquired for light-weight unions, the salesmen 
either mentioned the relationship between the two companies and 
attempted to take the orders, or they notified the home office to 
make quotations on the possible sales. In general, however, the 
Strength Union Company attempted to keep the two lines of 
unions separate so that the Strength Union Company’s sales 
efforts could be maintained on a quality basis. 

The annual sales of No Equal unions, in number of unions, 
totaled more than the sales of Strength unions. Since the prices 
of Strength unions ranged from two to three times as high as those 
of No Equal unions, however, the dollar sales total for Strength 
unions was about twice the total for No Equal unions. One size 
of Strength unions, for example, was sold to the supply firms for 
50 cents, while the No Equal union of the same size was sold for 
21 cents. The potential market for No Equal unions was much 
larger than the market for Strength unions, since the Strength 
unions were not applicable in many instances to domestic installa- 
tions. The prevalence of price cutting by both manufacturers and 
supply firms on light-weight unions had resulted, in 192 5, in 
practically eliminating the profit of the Talbot Foundry Com- 
pany. The company, because it owned its own foundry, was able 
to meet competitors’ prices, however. ; 

The Strength Union Company, in 1926, planned to start adver- 
tising the No Equal unions. It planned to direct the advertising 
to plumbing and heating contractors and plumbers. The com- 
pany expected that through advertising it could create brand rec- 
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ognition and cause plumbers to form the habit of asking for 
No Equal unions rather than asking merely for unions. The offi- 
cials did not expect that the advertising would create a preference 
which would counteract any important difference in price between 
No Equal unions and competing unions. They did anticipate, 
however, that if the company continued approximately to meet 
competitors’ prices, the recognition of, and preference for, No 
Equal unions would result in an increased sales volume. The 
expected economies which would result from the increased volume 
probably would balance the cost of advertising. 

The No Equal unions had no patented features or any out- 
standing special advantages over competing unions. The com- 
pany, however, because it owned a foundry and because it manu- 
factured nothing but unions, could insure uniformity of material 
and workmanship. The company had somewhat higher standards 
of inspection than had most competing companies. In its adver- 
tising the company planned to stress good material, good and 
accurate workmanship, good design, uniformity, and a strict in- 
spection at the factory. The company planned to circularize 
selected lists of heating and plumbing contractors with form let- 
ters emphasizing the same points which the trade paper adver- 
tising was to stress. The quality of competing unions and the fre- 
quency of sales of defective unions varied, but the company had 
no measure of how seriously supply firms and plumbers were con- 
cerned about the quality of light-weight unions. 

Most of the competitors in the line of light-weight unions were 
small companies which manufactured only unions, or unions and 
a few other lines of pipe fittings such as tees and elbows. Those 
competitors had advertised to some extent in trade papers by 
means of one-fourth and one-eighth page advertisements but there 
had been no dominant advertiser of light-weight unions. Price 
competition had so narrowed the profit margins in light-weight 
pipe fittings that most of the companies manufacturing those 
fittings considered their earnings too small to allow for increased 
advertising expenditures. 

The company estimated that it could increase sales of No Equal 
unions about 33% through advertising and increased sales efforts 
during 1926. This increase would bring the total sales of No 
Equal unions for 1926 to about $585,000. Ordinarily the Strength 
Union Company had budgeted its total sales expense as 10% of 
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sales. The total sales expenses of the Talbot Foundry Company 
also had averaged about 10% of sales. In order to arrive at an 
advertising budget for 1926, the Talbot Foundry Company 
budgeted its total sales expense at 10% of the estimated 1926 
sales. Since the company did not expect material increases over 
1925 in the sales expenses other than advertising, the addition in 
sales budget caused by expected increased sales represented the 
amount that could be spent in advertising. Exhibit 1 shows the 
proposed sales and advertising budgets for the Strength Union 
Company and the Talbot Foundry Company for 1926. 


EXHIBIT I 


ESTIMATED SALES AND ADVERTISING BUDGETS FOR THE 
STRENGTH UNION CoMPANY AND THE TALBOT 
FouNDRY COMPANY FOR 1926 








Strength Union|Talbot Foundry 


Company Company 
itrade=papet advertising ame: cits eee $ 19,700 $ 6,500 
Miscellaneous advertising such as catalogs 
AMOCIFCULATS ots staid Meme eae omens 13,600 10,100 
Salaries, Commissions, and traveling expenses 
Obsalesmen toe okie arte seo ee 26,200 22,900 
Miscellaneous sales expenses*.............. 37,900 18,600 
Total sales and advertising expenses... . $ 97,400 $ 58,100 
wbotalcexpected saleSa.e en aeaeeristte cs $910,000 $585,000 





*This item included the freight and cartage. 


The officials of the Strength Union Company decided to adopt 
the proposed budgets for 1926. The advertising for No Equal 
unions was to be carried on under the Talbot Foundry Company 
name without indicating the connection of that company with the 
Strength Union Company. The company planned to run full-page 
advertisements for a year in two trade papers for the plumbing 
industry. The distribution among the principal types of readers 
of one of the papers, which had a circulation of over 15,000, was 
59% to plumbing and heating contractors, 18% to plumbing con- 
tractors, 3% to heating contractors, 14% to wholesalers and man- 
ufacturers, and 6% to salesmen and manufacturers’ agents. The 
advertisements were to show a cut of a No Equal union with the 
No Equal name prominently displayed. The texts to accompany 
the cut were to emphasize the good workmanship and other good 
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qualities of the union and to appeal to the plumbing contractor 
to insure his reputation for good work by using No Equal unions. 
The texts also were to urge plumbers to ask for No Equal unions 
from the supply firms with which they traded. 

After five months of advertising the No Equal unions, sales of 
those unions had increased about 30% over the same period of 
the previous year and the company’s foundry was operating at 
capacity. The officials of the company attributed this increase 
largely to the influence of the advertising on distributors, since 
orders were received from many distributors to whom the com- 
pany never before had sold. Some of these were located in terri- 
tories in which the company had not previously sold. The orders 
of the company’s regular customers also increased. 


CoMMENTARY: The chief issue involved in this case was whether 
the company, through advertising, could build a brand recognition and 
obtain a brand discrimination on the part of its customers for a union 
which had few, if any, characteristics of importance differentiating it 
from competing products and which had been sold in the market for 
some time almost solely upon the appeal to the buying motive of 
economy in purchase. ° 

During the preceding 10 or 15 years the Strength Union Company 
had been able, through advertising and other types of sales promotion, 
to lift its “Strength” union to a point where consumers recognized in 
the brand a superior product which they preferred. As a means of 
analyzing the case to determine the likelihood of success in obtaining 
a brand discrimination for the light-weight “No Equal” unions, it would 
be well to compare this product and the buying motives and buying 
habits of consumers with the Strength unions and the motives and 
buying habits which obtained for them. 

In regard to the Strength unions, the following conditions held: (1) 
They were products of superior merit. (2) At the time when the 
company began to promote its sales extensively through advertising 
and through the use of missionary salesmen, its unions had patented 
features which differentiated them from other unions; there was an 
opportunity to individualize the product. (3) The Strength unions 
were fitted to meet effectively a consumers’ need of some magnitude. 
They were designed for use on high-pressure water and oil lines and 
on steam lines, where specially good unions were needed. In other 
words, in the Strength unions the company had a product which it 
could clearly differentiate in the minds of consumers from competing 
unions and which so effectively met the needs of consumers that it was 
possible to make a strong appeal to buying motives other than econo- 
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my in purchase. Dependability in use, dependability in quality, dura- 
bility, ease of installation, all were strong motives for the purchase of 
this particular product. 

Many of these characteristics which made it possible for the Strength 
Union Company to build up a brand discrimination on the Strength 
unions were absent in the No Equal unions. The No Equal unions 
were of an ordinary type with no noticeable characteristics differentiat- 
ing them from competing products. Moreover, the particular needs 
which the light-weight unions filled for the consumer did not call for 
special characteristics such as the Strength unions had. In other 
words, the buying motives of dependability in quality and dependability 
in use were not such strong buying motives for the light-weight unions 
as they were for the Strength unions. Although the company expected 
to feature the point that the No Equal unions were uniformly de- 
pendable in quality and that the methods of inspection resulted in uni- 
formly good quality, the evidence indicates that competing unions were 
of sufficiently good quality to satisfy the requirements of consumers. 

From this comparison it will be seen that the Strength Union Com- 
pany had a much more difficult problem in building up a brand dis- 
crimination for its No Equal unions than it had some years previously 
in building a brand discrimination for its Strength unions. 

A second issue in the case rests on the relation of the program of dis- 
tribution through supply firms to the advertising. Again it is helpful 
to compare the Strength unions with the No Equal unions. It is to be 
noted that the company had been able, through its advertising and 
missionary work, to lift the Strength unions above competition and to 
set them aside more or less as a specialty. It also adopted a specialty 
type of distribution for the product; at first exclusive agents had been 
used, and later the scheme of selected dealers. 

The officials of the company did not expect, however, to obtain a 
brand discrimination for the No Equal unions so strong as that obtained 
for the Strength unions. The most hoped for was merely a preference. 
In other words, the desire was to have the contractor or other consumer 
select No Equal unions when their prices were practically the same as 
those for competing products. 

Since this was the objective, the type of distribution used for the 
Strength unions would not be suited to the No Equal unions. The 
objective, from the standpoint of distribution, would be to get as inten- 
sive distribution as possible. It could not be expected that consumers 
would insist upon having these unions. The most to be hoped for 
probably was merely acceptance in preference to other brands where 
more than one was offered. 

This leads to the belief that the program adopted was defective, or 
at least that the sought-for result was more difficult of attainment 
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than was realized. In the first place, it was not the custom of the supply 
firms to carry several brands of these light-weight unions among which 
they differentiated in selling to consumers, nor were the No Equal 
unions different enough to lead to the expectation that the supply firms 
readily would change their plans of buying and selling. To carry a 
number of competing brands would have meant a duplication of inven- 
tories which the distributors would have been loath to undertake. In 
other words, intensive distribution in the handling of No Equal unions 
by a large share of the supply firms was difficult of attainment. 

In making an appropriation for advertising the No Equal unions, 
the company made its budget on the basis of expected increase in sales. 
It allotted practically all the increased appropriation to advertising and 
made a very small increase in its allowance for personal selling. Yet 
it is to be noted that the company had complete distribution neither 
extensively (geographically) nor intensively (among a large part of 
the supply firms). For a product with so few differentiating quali- 
ties, it would seem that greater sales volume would have been obtained 
by trying to have the product stocked by a larger number of supply 
firms. This would seem to call for increased personal solicitation of 
dealers. 

In spite of the above analysis, the advertising at the end of a short 
period apparently was having a decidedly positive effect. It is to be 
noted that this was attributed largely to the influence of the advertising 
on dealers. The evidence of the effect upon consumers is not recorded. 
The advertising of light-weight unions was a new thing in the trade 
and probably served to attract attention and patronage to a small 
company and to a brand that were not well known theretofore. Whether 
the advertising would continue to exert such an influence, especially 
if competitors also advertised, is doubtful. 


May, 1926 INS sie: 


NATIONAL Rock DRILL Company’ (B) 


MANUFACTURER—ROCK DRILLS 


ADVERTISING—Performance Stressed in Preference to Technical Character- 
istics of Product. The company for several years had advertised its rock 
drills for use in metal mines by means of small insertions, explaining 
the technical characteristics of the products, placed in eight mining 
trade journals. The company decided to concentrate its advertising 
in one of the journals, in which it would use full-page insertions, and 
to stress performance facts rather than technical characteristics. 


ADVERTISING—Selection of Mediums and Appeals for New Market. When 
the company, a manufacturer of rock drills for metal mines, began 
selling rock drills and other tools for use in rock quarries and for con- 
struction and repair work on roads, it had to decide upon an ad- 
vertising plan. The company selected the mediums most consistently 
used by competitors. In its advertising in those mediums the company 
decided to stress performance facts. 


ADVERTISINGC—To Establish Reliability of Seller. Because prospective cus- 
tomers in some instances appeared to doubt the credibility of the state- 
ments appearing in its advertising, the company, which attributed this 
to their lack of familiarity with the organization, decided to replace 
some of its product advertising with institutional advertising. The goal 
of that advertising would be to establish the reliability of the com- 
pany as an organizatior 

(1924-1926) 

The National Rock Drill Company, established in 1907, manu- 
factured a line of air-operated tools for rock drilling, pavement 
breaking, and clay digging. The principal markets. for its products 
were among operators of ore mines and rock quarries and con- 
tractors in road and building construction. The company adver- 
tised in industrial papers reaching those markets. During 1924 
and 1925 the company made several changes in the type of 
appeal, size of insertion, and copy in order to increase the effec- 
tiveness of its advertising. In 1926 it considered further changes 
to meet the competition of companies longer established. 

The National Rock Drill Company was organized as a sub- 
sidiary of a Chicago company which manufactured a large and 
varied line of pneumatic tools and air appliances, such as air 
drills, hammers, grinders, and riveters. In 1907 the Chicago com- 





‘Fictitious name. See also National Rock Drill Company (A), page 113. 
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pany had started to manufacture pneumatic rock drills for use 
in ore mines; in general they were not suited for use in coal 
mines. It encountered a strong prejudice on the part of miners 
against drills manufactured by eastern and middle-western manu- 
facturers whose principal lines consisted of pneumatic tools for 
machine shops. Miners in general doubted the ability of these 
manufacturers to understand mining conditions and requirements. 
As one measure in overcoming the prejudices of mines, the sub- 
sidiary was incorporated to specialize in mining tools, but it was 
not clearly differentiated from the main company, which did all 
the manufacturing, until 1922, when a small separate factory 
was built for the National Rock Drill Company and the opera- 
tions of the two companies were made practically separate. 

The main company always had advertised its full line of tools, 
including the rock drills, in technical and industrial papers reach- 
ing machine shops, boiler building shops, ship building plants, and 
repair shops. The National Rock Drill Company since 1908 had 
advertised under its own name in eight technical mining journals. 
These eight publications virtually were the only publications 
covering the metal mining field. One of these, a weekly, covered . 
the whole field with a circulation of about 11,000. The others, 
two weeklies, two monthlies, and three semimonthlies, in general 
covered only specific mining fields, such as Nevada or Arizona, 
and had circulations estimated at under 3,000 each. 

The advertisements had consisted of one-eighth page cards and 
one-fourth and one-half page insertions placed in the group 
of advertising pages following the articles in the magazines. The 
advertisements usually had the name of the company in large 
print and the one-fourth and one-half page advertisements pic- 
tured and explained technical features of the construction of 
National rock drills. A typical one-half page advertisement 
showed a line drawing of a cross section of a rock drill with 
arrows and symbols pointing to certain air valves, bushings, and 
pistons. The text, in rather small print, described the indicated 
special technical features and points of superior construction. 

The company’s sales of all types of rock drills had increased 
gradually until in 1922 they had amounted to $180,000. The 
company at that time had one salesman located in Denver to 
cover the Colorado and part of the Utah mining districts. One 
other salesman traveled elsewhere in the United States where the 
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company wished to send him. After the National Rock Drill 
Company had been given a factory and management separate 
from the main company in 1922, it began to develop more ag- 
gressive methods of increasing its sales. It increased its sales 
force between 1922 and 1926 to ro men, each with a definite 
territory in some mining field. The salesmen chosen were familiar 
with the technique of mining and in most instances were ac- 
quainted personally with mine superintendents. They spent a 
portion of their time with mine superintendents and workers 
demonstrating in actual use underground the advantages of the 
company’s products. The superintendents, in general, were not 
authorized to purchase drills, but the mine purchasing agents 
usually purchased what the superintendents specified. Sales 
were made directly to the mines. 

The sales manager of the National Rock Drill Company was 
a mining engineer who understood the requirements of the mines. 
The company had developed a specialized drill or tool for each 
class of mine drillings: “drifters,” which sold at $365; “stopers,” 
at $185; rock drills, or “sinkers,” at $175; and ‘auger machines,” 
at $170. The advantages which the National Rock Drill Com- 
pany claimed for its products over the products of other companies 
were higher cutting speed, greater ease in holding, less vibra- 
tion and therefore less fatigue to the operator, and lower repair 
expenses, resulting from the rugged construction of the com- 
pany’s machines. 

The sales manager believed that the function of the company’s 
advertising should be that of general publicity to keep the name 
of the company and its products before mine operating officials 
such as superintendents, foremen, and purchasing agents. The 
actual selling was accomplished by salesmen in competing demon- 
strations. In 1924 the sales manager concluded that the small 
advertisements were not effective as general publicity and could 
serve only as catalog references. He decided, accordingly, to 
use full-page advertisements every two weeks in the leading 
technical weekly publication covering the metal mining field. 
In the other weekly issues the company ran a card in order to 
keep its name in the catalog of advertisers. The company con- 
sidered that the technical publication chosen covered adequately 
the whole metal mining field. Its circulation of approximately 
11,000 copies weekly was distributed as follows: 
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Operating companies and executives........++-+++seeseeeererere 36.1% 
Mining, metallurgical, consulting, and government engineers...... 26.4 
Foremen, millmen, miners, prospectors......-.-++++eeser sr tertes 8.6 
Colleges, professors, and students........----+eeeeeeesserteeeees 6.2 
TEXPTATIES Mee Cn tae ie clara e tere ence ote. crane ale) ereiars lotepelle/ tesel oleh ene s(oRnerene raters 2.9 
init Cialiae ae occ ie oaseraetie Rieke eae fiero oi ads Ok euane (eotelv ta conolerat Var erenenerensusise 2.5 
Metal buyers and dealers..........--.se seer teers cree er ts eeees 3.0 
Machinery dealers and manufacturers.......--+++-+++errereeeee 6.0 
CERES eee rea eee eieciee ele eeiavarare enialolele eis tevers:s lshnietaraterelstoleratersteinier aie 8.3 
100.0% 


The rates ranged from $115 to $185 a page, depending on 
the position and number of insertions during a year. 

The company discontinued advertising in the other mining 
journals, with the exception of one local semimonthly publication 
which had a page rate of $30. Once a month a full-page adver- 
tisement was placed in this publication for policy reasons. 

The total cost of the advertising under the new plan was 
about $5,000 a year, which was not appreciably higher than the 
former total cost of the smaller advertisements in all publications. 

The sales manager decided to discontinue the technical copy 
which had explained the construction details and technical ad- 
vantages of the tools. He believed the better appeal was actual 
performance facts. The copy writing was turned over to the 
factory manager, who had had actual mining experience and 
could prepare the advertisements in the terminology of miners. 
He prepared booklets describing each type of tool. These were 
sent to interested persons on request. Salesmen were requested 
to get pictures and operating data of the National tools working 
underground under actual operating conditions. Demonstration 
tests were made in mines to compare National tools with com- 
peting tools. 

The advertisements which the company placed in the mining 
publication during 1924 and 1925 occupied full pages and usually 
had a large picture of an operator using one of the National 
special tools. In addition to the address of the company and of 
the headquarters of its salesmen in the mining districts, a small 
amount of text was inserted, of which the following are typical 
examples: 

Fourteen 8-foot holes 
in three hours and 
55 minutes! 
That’s what this newest member of the National Line, the Big 
Four Stoper, did in a Utah mine, breaking all previous records 
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there. In competitive tests in other mines it cut from 20% 
to 25% faster than all others. 

Being a National, you know it will stay on the job—hating 
the repair shop more than a boy does school. 


Wire for demonstration. 





A Regular 
He-Man Stoper 


You will surely want to see what this new National Big 4 
Stoper will do in your mine. In recent competitive tests it 
cut from 20% to 25% faster than others. 

It is making a great name for itself everywhere it goes. 
Rugged construction makes it trouble-proof and keeps it ever- 
lastingly on the job. 

Just the kind of stoper that red-blooded he-men like to raise 
Cain with—by beating the other fellow’s drilling. 

Ask for demonstration. 


This advertising was directed primarily at mine superintend- 
ents and foremen, who were most interested in performance facts 
and the effects of mining tools on workmen. 

The company, in addition to its line of mining tools, in 1924 
started to manufacture demolition tools, such as paving and 
concrete breakers, clay diggers, and rock drills for excavating 
work. With a few changes in design, tools for this type of con- 
tracting and construction work could be adapted from the 
original line of mining tools. In fact, one type of the company’s 
rock drills had been used successfully by a few railroads and 
quarries. The markets for the mining line and new contracting 
line, however, were entirely different. The new tools which the 
company believed would be most successful were a type of rock 
drill specially suited to rock quarry work and excavating work 
for new construction and a pneumatic paving breaker for use 
in tearing up old pavements. In the contracting line the rock 
drills, or “sinkers,” sold for $170 to $175. The paving breakers 
sold for $175 to $195, and the clay spades sold for $80 to $100. 

After successful trials with the tools of the new line among 
local Chicago road and construction contractors in 1924, the 
company started to develop a national market for these tools. 
The company chose selected contractors’ supply firms and dealers 
in contractors’ tools and machinery as channels of distribution. 
The tools were sent to the dealers on consignment for sale on 
commission or were sold outright to the dealers at a discount. 
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The company encountered additional advertising problems 
with its new line. The executives of the company had had no 
experience in selling to other than mines and they were not fa- 
miliar with the advertising mediums in the contracting field. In 
entering the new field, the company was competing with com- 
panies which had become well established in making contractors’ 
tools of this type. In competitive tests, however, the company 
had demonstrated to its own satisfaction that its tools could 
accomplish more work in a given time, with less fatigue to opera- 
tors and with less repair cost, than could any competing tool. 
The prices were approximately the same as competitors’ prices 
for tools of similar standard. 

The principal purchasers of paving breakers were road build- 
ing contractors and those municipalities which did street paving 
or repairing rather than let the work out to contractors. In select- 
ing advertising mediums, the National Rock Drill Company 
studied the publications covering the stone quarry and the build- 
ing and contracting industries. It selected those publications 
which had carried the most of competitors’ advertising over a 
period of five years. The executives reasoned that competitors 
with greater experience would continue advertising in a publica- 
tion only if the advertising seemed to justify itself. By this 
method the company selected a semimonthly publication covering 
the rock quarry industry, a weekly publication covering the gen- 
eral contracting field, and a monthly publication covering con- 
tracting and building of roads and streets. The quarry publica- 
tion had a circulation of about 7,000 and charged from $65 to 
$85 for a full page. The monthly magazine covering the build- 
ing of roads and streets charged from $110 to $175 a page and 
had a paid circulation of about 9,000. The general contracting 
weekly charged from $140 to $200 per page and had a circulation 
of about 30,000, distributed as follows: 


Consulting and architectural engineers............0.cecceeceecee 14.9% 
Contractors and construction companies, their superintendents, 

engineers Veter Mo sea atice ote bans oe oe eee ee 25.7 
Governmentienginectr's ams se eer ote eet eee 4.9 
State and county highway engineers/...(.....<.--cecnc sees... 9.4 
Municipal: engineersiiia.cis ere Mel ceed oeus oe tea eee as 
Railroads, chief engineers, bridge engineers, and so forth........ 4.9 
Public utilities and industrial plants, manufacturers, and manufac- 

turers’ fagents Pen ee ees cos eee ee eee ee ee E72 
Others 1.05.58 2s divas Pete ee eae tak ote eee ee eee ores an T Ses 
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The sales manager decided to place a full-page advertisement 
once a month in each of the selected publications and to place a 
one-eighth page card in the other issues of these publications. 
The copy was written by the man who prepared the copy for the 
mining publications. The total trade-paper advertising of the 
mining and contracting lines cost between $15,000 and $16,000 
annually. This represented an increase of about $10,000 over 
the former cost of advertising only in the mining field. Booklets 
were prepared describing each type of tool. These were sent to 
the selected dealers for distribution as they saw fit. The bulle- 
tins also were sent to interested persons on request and were 
given to the branch offices of the main pneumatic tool company 
for distribution since these branches were expected to assist the 
National Rock Drill Company in maintaining cordial relations 
with the dealers. The addresses of the branch offices were listed 
in the advertising. 

Appeals used in advertising the contracting line were similar 
to those used in the mining line. The advertisements emphasized 
performance facts, speed of operation, and low upkeep expense. 
They usually had pictures of the tools in actual operation along 
with a small amount of text. Typical texts of advertisements 
were as follows: : 


50% TO 100% FASTER 


They had a quarter of a mile of retaining wall to tear down— 
good hard concrete—put in years ago, reinforced with iron bars 
a few inches apart. The job had been going pretty slowly with 
competitive machines, so two National paving breakers were put 
to work. Now the company has bought two more. The super- 
intendent says “50% to 100% faster.” 

Nationals will save you money, too. Let us tell you more about 
them. Bulletin XX for Rock Drills—Bulletin XY for Paving 
Breakers. 

Ask your own supply house for National drills. 





THE NATIONAL Rock DRILL AND UPKEEP EXPENSE 

That the good National Rock Drill is a fast cutter goes without 
saying. That it kicks less—that it cleans the holes well—that the 
drill runners like it—all may be taken for granted. 

Then how about upkeep expense? Consider a coal and iron com- 
pany’s mine in Pennsylvania. They’ve been operating five 
National Rock Drills over a period averaging nearly six years each 
at a repair cost per drill month of only $2.64. 
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Another—one of the biggest railroad lines in the country—operat- 
ing 12 Nationals, for varying periods of from three to five years 
for each drill, at a repair cost per drill per month of a little more 
than 50 cents. 

Ask for Bulletin XX 





You Can Do Tuat Jos FasTER WITH NATIONALS 


Whether rock drills or paving breakers, if speed is a requisite, put 
National machines on your work. And when we say speed, we 
mean more than mere inches per minute. A very great part of the 
gain in using Nationals lies in the fact that they stay on the job. 


The company never had attempted to analyze the effectiveness 
of its advertising. Sales had increased from $180,000 in 1922 
to $230,000 in 1923, to $336,000 in 1924, and to $460,000 in 
1925. Prior to 1924 all sales were in the mining lines of drills 
and tools. Because certain types of the rock drills were sold to 
both mine operators and contractors, the sales manager did not 
keep separate sales figures for the two lines. He estimated, how- 
ever, that about 70% of the sales in 1925 were in the mining line 
and 30% in the contractors’ line. He believed that the greatest 
possibilities for expansion of sales lay in the contractors’ line. 

Because the company had started the manufacture of con- 
tractors’ tools later than competitors, many contractors’ supply 
firms either were exclusive agents or were selected dealers for 
competitors. The company’s sales policies in regard to channels 
of distribution had been formed partially as a matter of expe- 
diency. The company had not felt justified at the start in open- 
ing separate branch offices or starting a large sales force. In 
1926 the company had one salesman to cover the 70 dealers in 
the United States who had agreed to distribute National tools 
and to stock repair parts. The salesmen also interviewed dealers 
who were prospective distributors for National tools. The origi- 
nal pneumatic tool company, of which the National Rock Drill 
Company was a subsidiary, had branch offices in seven large 
cities in the central and eastern United States. Salesmen from 
these branches assisted the National Rock Drill Company in se- 
curing prospective distributors, receiving and answering inquiries, 
and sometimes in demonstrating the tools. 

Although the company had received numerous requests for the 
descriptive booklets, it had not keyed the advertisements nor 
analyzed the inquiries in order to determine the value of the 
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advertising. The sales manager, however, from the number of 
inquiries received and the favorable comments reported by sales- 
men about the company’s advertising, concluded that the com- 
pany had been wise in selecting full-page space rather than small 
space and in giving performance pictures and facts rather than 
technical exposition of the superior construction features of the 
tools. 

Salesmen of the company in the mining districts reported that 
one difficulty they encountered in selling National tools was that 
in territories which the company had not developed intensively 
prior to 1922 the mine executives were unfamiliar with the in- 
tegrity and size of the National Rock Drill Company. Although 
they might read the advertisements, they apparently could not 
evaluate the truth of the claims made in the advertising. This 
same attitude was encountered among contractors who were ac- 
customed to using tools manufactured by large companies of long- 
established reputation. 

In order to overcome these difficulties, the company planned 
in 1926 to run a series of six monthly advertisements of an in- 
stitutional character in its publication list in both the mining and 
contracting fields. These advertisements were to replace the 
regular specific product advertising and hence would not increase 
the advertising cost. The factory of the National Rock Drill 
Company was on the same grounds as the much larger factory 
of the original tool company. The advertisements were to show 
pictures of the entire group of factories without mention of the 
original tool company, pictures of tools in the process of manu- 
facture, and appropriate text to lend an impression of size, large 
financial resources, precision in manufacturing, and responsibility. 


ComMENTARY: Although numerous points which might be discussed 
are raised in this case, the commentary will be restricted to a discussion 
of the following considerations: (1) the question of the promotional 
burden to be borne by the advertising of this company in its merchan- 
dising in different industrial fields; (2) the question of the choice of 
selling appeals; (3) the problem of the selection of mediums. 

The Burden to Be Borne by the Advertising 

The sales of the products of the National Rock Drill Company were 
dependent primarily upon personal selling both in the mining field and 
in the contractors’ field. The air-operated tools were an important part 
of the working equipment of the users. The company’s salesmen in the 
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mining field were technically equipped to demonstrate the uses of the 
machines, and in their selling they found that the buying motives of 
users of these tools could be most effectively appealed to through dem- 
onstration. Since the mining fields were relatively well defined geo- 
graphically, the company was in a position through its direct selling 
organization systematically to cover the prospective users of such 
equipment. For the mining field, then, the function of advertising was 
to establish in the minds of the users the idea of the reliability of the 
seller and to build up an association between the brand name and those 
characteristics of the machines which might lead to their purchase in 
preference to other air-operated tools. Relatively, personal selling 
efforts were far more important in this market than the promotional 
influence of the advertising. 

In the sale of its tools to quarries, to road contractors, to municipali- 
ties, and to building contractors, however, the company might well have 
expected to place more of a selling burden upon the advertising. The 
desirability of using demonstration and aggressive personal selling was 
probably not less here than in the mining field, but the opportunities for 
using such aggressive methods were not present. Because of the scat- 
tered character of the market and the differences in users’ buying 
habits, the company decided to distribute its tools through contractors’ 
supply dealers.2 The company did not have exclusive arrangements 
with its contractors’ supply dealers which permitted it readily to obtain 
a systematic coverage of the field. Personal selling through dealers for 
the contractors’ line was evidently more passive than the direct selling 
in the mining field. Accordingly, while personal selling would still be 
the dominating factor in the promotion of a sale of the tools in the con- 
tractors’ field, still the company might well have planned to place a 
relatively heavier burden upon the advertising in the contractors’ field 
than in the mining field, in order to have overcome the weaknesses 
attendant upon selling through the intermediary of dealers. 

The bearing of this conclusion upon the character of the advertising 
copy and the mediums to be used will be taken up later in this commen- 
tary. 


The Character of the Advertising Copy—A ppeals to Buying or 
Patronage Motives 


After 1922 the National Rock Drill Company became more aggressive 
not only in its personal selling but also in its advertising. It is to be 
noted that the company’s sales force in the mining field was increased 
several fold in order to provide more effective coverage and exploitation 
of the field. At the same time, the company increased the size of its 
advertising copy and the frequency of appearance. To what extent 

*See commentary upon National Rock Drill Company (A), page 120, 
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the increase in size of copy and frequency of appearance was effective 
in its sales to the mining field cannot be determined from the data 
which the company had. Since effective personal selling and systematic 
coverage were probably the essential factors in increasing sales, we can 
say that increased space was justifiable only in so far as it aided the 
salesmen in establishing the patronage motive of the reliability of the 
seller and an association in the minds of prospects between the more 
potent buying motives for tools and the National Rock Drill name. 

A more positive answer can be given in regard to the desirability of 
the change in the copy and selling appeals subsequent to 1922. Appar- 
ently, two things were sought in this change of copy approach at that 
date: (1) a more frequent appeal to the strongest buying motives for 
the tools of the company than formerly; (2) a more dynamic presenta- 
tion of buying motives than formerly. 

In this discussion of appeals, the appeals made to specific buying 
motives for the product will be differentiated from the appeals designed 
to evoke patronage of the company. 


Appeals to Buying Motives for the Product 


The advantages which the company claimed for its products were 
higher cutting speed, ease in holding with less vibration and therefore 
less fatigue to the operator, and light weight with rugged construction, 
which insured lower rcpair expenses than competing machines incurred. 
In presentation of data concerning the high cutting speed, the company 
was appealing to the buying motives of economy in use and of enhanc- 
ing productivity when addressing the officials of the mines, and to the 
motive of proficiency, the desire to excel in personal accomplishment, 
when addressing operators of machines. In presenting data concerning 
the ease of holding, the freedom from excessive vibration, and light 
weight, the company was appealing to the motives of safeguarding the 
welfare of employees when speaking to employers, and to the motives 
of personal comfort and protection of health when addressing opera- 
tors. In presenting data concerning the rugged construction of ma- 
chines, the company had opportunity to appeal to the buying motives 
of durability and economy in operation. These all were potent buying 
motives for the purchase of such equipment. 

Copy prior to 1922 consisted primarily of construction and design 
details about the machines. This copy was designed apparently to stim- 
ulate the motives of dependability in quality and dependability in 
use. While limiting copy primarily to design and construction details, 
the company may have fallen into the error that frequently character- 
izes such advertising efforts; namely, a loss of the point of view of 
buyers. Apparently, failure to appeal to the strong buying motives for 
such a product resulted from a mere citation of construction details. 
Subsequent to 1922, much of the copy was built about performance 
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facts. Through this approach the company apparently accomplished 
two important improvements in its copy: (1) It made an appeal to 
stronger buying motives than it had used before. It gave industrial 
buyers an idea of what the products would do rather than of how they 
were made. It appealed strongly to the important motives of economy 
in use and operation and enhanced productivity from use of the ma- 
chines. (2) The copy took on a greater interest and attention value. 
Citation of performance facts partook of the nature of news. By using 
copy with greater attention value and greater interest, the company was 
probably able to get its advertising message read more frequently and 
to build a stronger association between its effective buying motives and 
the products than it could with copy built primarily on a citation of 
design details. 

What has been said is not meant as a denial of the value in industrial 
advertising copy of design and construction details. Undoubtedly, 
buyers were interested in specific details concerning the construction of 
the machines and such details might well have appeared in the adver- 
tisements. Design details should not be used, however, so as to hide or 
prevent a dynamic presentation of the strongest buying motives avail- 
able for the products. 

While no attempt will be made to criticize in detail the examples 
given as representative of the copy subsequent to 1922, the following 
considerations of copy approach are brought forward. Since the tools 
of the company were said to have the definite advantages of high cut- 
ting speed, light weight, minimum of vibration, and durability, the com- 
pany should have so laid out its campaigns that these buying motives 
would become definitely associated with its products, especially the 
high cutting speed. In consumer advertising the value of building cam- 
paigns upon specific dominating ideas so as to provide a strong associa- 
tion between the products and the strongest buying motives for the 
products has become recognized. This company should have tried to 
build up in subsequent campaigns dominating ideas to be associated 
with its products. 

The paucity of selling argument which characterized the copy sub- 
sequent to 1922 might be questioned. While the short copy may have 
permitted a large illustration and a layout of high attention value, and 
might be upheld on the belief that short copy is more likely to be read 
than long copy, yet the articles sold were of enough importance to inter- 
ested prospects to lead to extensive reading of specific data concerning 
the machines, provided the facts given were concrete and definitely 
appealed to the prospects’ interests. While it would have been undesir- 
able to cover up with details the dominating idea to be conveyed by any 
piece of copy, the possibility of presenting strong selling arguments for 
the machines should not have been foregone. 
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This recommendation for a more complete sales presentation in the 
advertising copy was especially applicable in the advertising to the 
contracting field. As pointed out in the first part of this commentary, 
the company was assured in the mining field of securing an effective 
personal presentation to practically all the prospects. In the contrac- 
tors’ field it was less certain of getting an effective and systematic per- 
sonal sales presentation through its contractors’ supply houses. Accord- 
ingly, it would have been desirable to throw upon the advertising a 
fairly heavy burden—to have attempted in the copy to present a rather 
complete sales argument for the tools. Such copy to the contracting 
field should have been designed to elicit inquiries which could be 
referred to the supply houses. 


Change of Copy to Establish Patronage Motives 


The National Rock Drill Company was organized in 1908 as a sub- 
sidiary of a large pneumatic tool company to overcome a doubt on the 
part of miners in the ability of the company to provide specialized 
equipment. By giving up its identity in selling tools to the mining 
field, however, the parent company sacrificed Opportunity to appeal to 
the patronage motive of reliability of the seller. The subsidiary 
appeared to prospective users as a small new company. It lacked the 
established reputation for solidity, financial strength, and for integ- 
rity which the parent company enjoyed. In 1926 this lack of reputation 
for reliability was still felt in mining fields that had not been thor- 
oughly covered previous to 1922 and in the contracting field where the 
company was a newcomer competing with large, well-established com- 
panies. 

Since one of the main objects of the advertising was to pave the way 
for salesmen by establishing in the minds of prospective users a reputa- 
tion for reliability, the company was justified in giving special attention 
in its advertising to this patronage motive. The commentator would 
recommend a procedure, however, different from the so-called “institu- 
tional” campaign adopted. 

In a large part of the mining field the National Rock Drill Com- 
pany had established not only its ability to provide specialized equip- 
ment but also its reliability. In the contracting field its experience was 
briefer, but it had made numerous installations. A reputation for 
reliability is something that is built up over a period of time through 
customers who have learned through experience that a company is 
worthy of confidence in fulfilling its promises and in delivering trust- 
worthy products. The National Rock Drill Company had opportunity 
through a citation of testimonials in the form of actual performance 
facts to establish a reputation for reliability in the minds of new pros- 
pects at the same time that it was promoting the sale of its machines. 
It is doubtful whether prospects would be attracted or interested in 
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institutional advertising to the extent that they would be interested in 
what the products could do for them. The testimonials of performance 
would carry the connotation of reliability. Moreover, the company, in 
its personal selling, had opportunity to demonstrate the truth of its 
advertising claims. 

Since the National Rock Drill Company over a period of years had 
established its ability to provide specialized equipment, it is doubt- 
ful whether the original need of hiding its relation to the parent com- 
pany existed. In other words, the desirability of the National Rock 
Drill Company’s identifying itself in its advertising as a subsidiary of 
the parent company and thus attracting to itself the idea of size and 
financial responsibility ifherent in the parent company should have 
been given careful consideration. At any rate, the advisability of a cam- 
paign of straight institutional copy, especially in so far as it might have 
interfered with specific product advertising, is questioned. 

In the advertising of its products, the company should have taken 
great pains to present credible copy. As has been pointed out by 
Professor Poffenberger?, actual facts may be presented in a form in 
which they will not be believed. Accordingly, in making claims and in 
citing specific data, care should be taken to see that the copy appears 
believable. Understatement rather than overstatement of claims would 
probably help to build a reputation of reliability for the company. 


Selection of Mediums 

Not enough data are presented regarding the selection of mediums 
to make it possible to draw any definite conclusions. The guiding prin- 
ciples which apply in the use of mediums in industrial advertising would 
apply. 

The company’s first task was to delimit the market for its tools. This 
was fairly easy in the mining field. The markets for its quarry and 
contractors’ tools were less well defined, yet relatively clear. 

A second task was that of determining the persons to be influenced; 
namely, not only those who were the buyers of the products, but also 
others whom it was worth while to address because of their influence 
upon purchasing. 

The industrial papers selected should have been those which best 
reached the company’s market in the light of the two preceding con- 
siderations. This required a study of the editorial character of the 
mediums and an analysis of their circulation. When entering the con- 
tracting field the company’s decision to appear in the same mediums as 
leading competitors was an expedient approach but was not conclusive 
in itself. 

In addition to industrial papers, the company was issuing certain 
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booklets describing the machines and presenting sales arguments which 
might induce machine buyers to purchase. From the data given it does 
not appear that the company was making as effective use of these book- 
lets and other direct-mail mediums as it might, especially in the con- 
tracting field. In the contracting field the company was depending for 
distribution upon contractors’ supply houses. Its industrial paper ad- 
vertising to contractors in no way localized demand; that is, it did not 
inform purchasers of the dealers to whom they might turn for demon- 
stration of the machines. Mailing of these booklets and other litera- 
ture to contractors and quarry men, informing them of the location of 
local representatives, would appear to have filled a logical function in 
the company’s program of sales promotion. By this means, direct-mail 
efforts would have been coordinated with the industrial paper advertis- 
ing. At the same time, local dealers should have been educated in 
effective personal sales presentation and in coordinating their efforts to 
bring the largest possible results from the whole campaign of advertising. 


January, 1927 N. H. B. 


BucKNER TEXTILE MACHINERY COMPANY’ 
MANUFACTURER—TEXTILE MACHINERY 


ADVERTISING—Revision in, to Increase Effectiveness. The company, a 
manufacturer of textile machinery, considered several plans for revising 
its advertising, which apparently had had little influence on sales. The 
company customarily advertised in trade papers and sent catalogs of 
its products to textile mills. It was recommended that the company 
discontinue its trade paper advertising and perhaps increase its direct- 
mail advertising or that it continue both types but make certain changes 
in the copy of its trade paper advertising. 


(1924) 


In the summer of 1924, the Buckner Textile Machinery Com- 
pany concluded, after investigation, that its advertising in trade 
journals during the previous 10 years had had no apparent effect 
upon sales. Several modified programs of advertising were 
suggested. 

The company manufactured all types of machinery for use in 
the manufacture of cotton yarns. Of the total machinery of 
this type sold in the United States, the company manufactured 
approximately 40%; its largest competitor produced about 40%; 
and three smaller firms together produced about 20%. About 
half of the 2,200 cotton textile mills in the United States were 
customers of the company. 

The assistant treasurer, the plant superintendent, and seven 
salesmen of the company sold the larger part of the company’s 
output. Some sales were made by the 12 men whom the company 
employed to furnish installation and repair service to users of 
Buckner textile machinery. With a few exceptions, cotton mills 
were located in the southern, middle Atlantic, and New England 
states. Because of this concentration in location, the compara- 
tively small number of cotton textile firms, and the large size of 
unit orders, which averaged about $35,000, it was feasible for 
the company’s salesmen to keep informed as to the machinery 
needs of all active and potential customers. In general, one of 
the company’s salesmen called on each cotton mill in the United 
States at least once a year. 
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When textile mills built additions to their plants, they often 
asked the company to send salesmen to make estimates upon the 
cost of equipping the new plants. 

Since 1921 the company had spent about $20,000 annually for 
advertising. Of this sum, approximately $12,000 was used for 
direct-mail advertising, and approximately $8,000 for advertising 
in the trade journals of the cotton textile manufacturing industries 
and in yearbooks of textile schools. 

The direct-mail advertising consisted of a biennial catalog of 
about 225 pages and supplementary pamphlets issued between 
editions. The catalog was printed on a good grade of coated 
paper and was well bound in an imitation leather binding. Brief 
descriptions of all the machines manufactured by the company 
and illustrations of a majority of them were included in the 
catalog. In addition, the catalog contained miscellaneous infor- 
mation about textile machinery and its uses, such as a description 
of the method of calculating the speed of gears and pulleys, and a 
short treatise on the care of belting. This catalog the company 
sent to at least one executive of each cotton textile mill in the 
United States. The supplementary pamphlets, which were from 
4 to 18 pages in length, were confined solely to descriptions of 
improvements which had been made in the machinery and of 
new models which had been developed. The frequency with 
which the company issued supplements depended entirely upon 
the introduction of new machines or improvements. The com- 
pany’s competitors followed similar policies in issuing catalogs 
and supplements. 

EXHIBIT I 
Data CONCERNING TRADE JouRNALS USED BY THE 
BUCKNER TEXTILE MACHINERY COMPANY 








Cir- Rate Location of 
Trade Journal cula- per Majority of Positions Occupied 
tion Page Subscribers by Subscribers 
COLTON A avers irs. siete ctas 7,500 $70.00 | South 20% executives 
80% department heads 
Textile World......... 8,500 96.00 | Allsections of | Chiefly executives, managers, 
United States and purchasing agents 
Southern Textile Bulle- 
LS) oe ie Sarete eat etevanes 3,261 45.00 | South Department heads 
American Wool and All sections of | Managers and executives. Jour- 
Cotton Reporter....| 9,000 79.20 | United States nal contains financial data 
Fiber and Fabric. .....] ...... 60.00 | New England | Foremen of spinning rooms 
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The company’s advertisements in trade journals had been of 
about the same character and size, and had been inserted with 
about the same frequency, as those of the company’s competi- 
tors. Each advertisement usually consisted of a cut of one of the 
company’s machines, the company’s name and address printed in 
large type, and a brief text. 

Exhibit 1 gives data concerning the five trade journals in 
which the company advertised. 

With the exception of Cotton, which was issued each month, 
the trade journals listed in Exhibit 1 were published weekly. 
The Buckner Textile Machinery Company had been inserting a 
full-page advertisement in each issue of Cotton, a full-page adver- 
tisement every two weeks in the Southern Textile Bulletin and in 
the American Wool and Cotton Reporter, and a half-page adver- 
tisement once a month in Fiber and Fabric and in the Textile 
World. 

In the summer of 1924 the company employed a new adver- 
tising manager to prepare its catalog and to attend to all other 
forms of its advertising. This advertising manager proposed a 
substantial change in the company’s advertising policy and sub- 
mitted three alternative plans. 

One of the plans provided that the company should discon- 
tinue all trade-paper advertising and rely entirely upon its cata- 
logs and supplements. The officers of the company could not 
recall a single instance in which the company had made a sale 
as the result of an inquiry arising from its advertisements in trade 
papers. The trade papers, however, from time to time in their 
news and editorial columns mentioned the company or its prod- 
ucts. When the company had introduced new types of machinery, 
the trade publications had printed cuts and descriptions of the 
new machinery as news. 

Another of the plans suggested by the advertising manager 
provided for discontinuance of the trade-paper advertising and 
for increased use of direct-mail advertising. Under this plan, the 
catalogs and supplements would be sent to a larger number of 
executives at each mill and, in addition, circular letters would be 
sent out from time to time. The advertising manager stated that 
the treasurer, the purchasing agent, and the foreman of a textile 
mill usually conferred before a large purchase of machinery was 
made, although the order ordinarily was placed by the treasurer. 
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Routine purchases usually were made by the purchasing agent. 
If this plan was adopted, an effort would be made to give the 
advertising a more direct selling appeal than it then had. 

The third plan provided for no change in the existing type of 
direct-mail advertising, but provided that the trade-paper adver- 
tisements should be altered to include longer text. The copy 
could be either institutional or descriptive of the company’s 
products. The advertising manager submitted, as examples, the 
following two advertisements, the first of which was institutional 
in type and the second of which was descriptive; no illustrations 
would be used with this copy. 


OnE PLAN, ONE MANAGEMENT 


Since the inception of this concern, in 1831, nearly 100 years 
ago, the shop, as it is known to those who are in any way con- 
nected with it, and the management have been as one. 

Since the day the first Buckner picker was built, there has been 
a sense of loyalty between the employer and employee, the one to 
the other, which has been and is reflected in quality and work- 
manship of all that has been produced by this plant. 

Today, on the basis of the severe modern competition, these two 
attributes stand all in good stead. 

Due to being a self-contained unit under one roof, more careful 
supervision over design and more uniformity and consistency in 
manufacture is had than is possible in a plant of several separate 
units. And for the same reason, by the cooperation engendered 
thereby, the words “Buckner” and “Quality” are synonymous. 

Visitors are cordially invited at all times. 


BUCKNER TEXTILE MACHINERY CoMPANY 
New England 


BatH Mats To Casket CLotH 


The above sounds and looks unusual. But why not utilize your 
own cotton waste? 

Jute, flax, hemp, cotton, and wool have all been made to do 
their part in the manufacture of such goods as wire insulation 
covering, towels, rugs, tapestries, cretonnes, suitings, hosiery, 
blankets, mop yarns. 

This wide range of articles is being made today from yarn pre- 
pared and spun by the Buckner full roller card and Buckner cotton 
and wool waste spinning frame. 

Send in your problems concerning this question and let our 
representatives talk it over with you. 


BUCKNER TEXTILE MACHINERY CoMPANY 
New England 
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ComMENTARY: Advertising could carry only a very small part of 
the selling burden for the Buckner Textile Machinery Company, as 
attested by the following facts: There was a limited and well-defined 
group of purchasers, who knew well the few sources of supply for textile 
machinery. The average cost of an installation was high, and this fact 
meant that all the sources of supply were likely to be considered and 
consulted before an order was placed. The technical character of the 
products called for a high type of personal selling. Furthermore, per- 
sonal contact between buyers and representatives of the company was 
continuous and the buyers’ need of equipment was known to the Buck- 
ner Textile Company considerably in advance of purchase. Moreover, 
the demand for the equipment was a derived demand and could not be 
stimulated in a large way through advertising. 

The use of catalogs was in accord with confirmed buying habits of 
purchasers, and the industrial catalog performed a service for the 
buyers. Accordingly, its continued use was undoubtedly advisable. 
Although such a company might get along without advertising in the 
business papers of its field, failure to appear might be misunderstood. 
This company undoubtedly reflected the feeling of many large manufac- 
turers that since the industrial papers perform a service to the industry 
they should be given advertising as a subsidy, even though the adver- 
tising may perform no large service for the manufacturers. Although 
such an attitude may have some merit, it represents a short-sighted 
policy toward the use of industrial papers by such a company. Any 
space that was purchased should have been made to perform a sales 
service and to help attain a definite sales objective. Card advertising 
and uninteresting, lifeless advertising have been too characteristic of 
some industrial advertisers. The Buckner Textile Machinery Company 
should have used its industrial paper space to present ideas concerning 
its products which would be of real service to the readers of the papers, 
both as a means of stimulating demand for new developments, in so far 
as possible, and secondly for stimulating patronage motives and estab- 
lishing the reputation of the company. 


February, 1928 N. H. B. 


ARAN MANUFACTURING ComPpANY? 
MANUFACTURER—RAILROAD EQUIPMENT 


SALES PRomMoTION—Direct-Mail Advertising vs. Personal Selling and Trial 
Sale. When the company, a manufacturer of railroad equipment, be- 
gan selling an improved type of accessory for steam locomotives, it 
found that railroads were securing most of their requirements of this 
apparatus from one of its competitors. To overcome the sales re- 
sistance encountered by the company’s salesmen in attempting to intro- 
duce the product, the sales department recommended that the salesmen 
make more intensive efforts to reach the proper railroad officials and 
that the company permit railroads to use the equipment free of charge 
until its worth had been proved. The marketing research department, 
however, wished the company to undertake a campaign of direct-mail 
advertising addressed to all railroad officials or employees interested in 
the purchase, use, or upkeep of locomotive equipment. 


(1923) 


When the Aran Manufacturing Company in 1923 attempted 
to market an important accessory for steam locomotives, it found 
that the railroad companies were securing most of their require- 
ments of this apparatus from one of its competitors. Three other 
firms also manufactured apparatus of this type, but their sales 
were comparatively small. It was necessary for the company 
to develop a program for overcoming the sales resistance which 
its salesmen encountered in attempting to introduce the new 
product. 

The Aran Manufacturing Company had national distribution 
through its own sales branches for the railway and other equip- 
ment that it made. It employed skilled engineers to develop new 
products and to improve its old ones. After several years of 
experimentation, the engineers had perfected the accessory for 
which the company sought a market. Tests of the accessory in 
actual use had satisfied the executives that it was superior to 
competing products. It had been tested on the locomotives of 
one railroad company and, as a result, that company had placed 
half its orders for that equipment with the Aran Manufacturing 
Company. The selling price of the company’s equipment was 
$650, as compared with $600, the price of competing equipment. 
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The main selling appeals for the accessory were its simplicity, its 
durability, and its infrequent need of repairs. 

At first the company had undertaken to have its salesmen 
introduce the new item when they called upon railroad companies 
to secure orders for its other products. This plan had been un- 
successful. The railroad companies appeared to be satisfied 
with the equipment they were using; in some instances they were 
under contract to buy from the company’s chief competitor; the 
company’s salesmen were interested primarily in the total volume 
of their sales and, because of the sales resistance, did not push 
the new product; in many instances the proper officials were not 
seen by the salesmen. On the few pieces of this equipment that 
it had sold, the company had experienced a loss because of the 
small volume of production. 

The sales department recommended, as a means of promoting 
sales of the equipment, that more intensive efforts be made by 
the salesmen to reach the proper officials of railroad companies, 
and that the company permit the railroads to use the equipment 
free of charge until its worth had been proved. The sales spe- 
cialist in charge of marketing the equipment stated that several 
sales of the equipment had resulted from tests which railroad 
companies had been induced to make by such an offer, and that, 
incidentally, valuable information had been obtained as to rela- 
tive merits of the company’s product and competing products. 

Officials in the company’s marketing research department, how- 
ever, were convinced that such sales efforts would be unavailing 
in view of the apparent satisfaction of railroad executives with 
the equipment supplied by the company’s competitors, and in 
view of the salesmen’s lack of interest in the equipment because 
of the sales resistance encountered. 

The marketing research department prepared plans for an 
advertising and sales compaign which it believed suited to the 
introduction of the new equipment. To insure the proper coor- 
dination, it was proposed that one person be made responsible 
for every phase of the campaign. A comprehensive mailing list 
was to be prepared of all railroad officials or employees interested 
in the purchase, use, or upkeep of locomotive equipment; much 
of this information could be obtained from the Pocket List of 
Railway Officials. A personal letter signed by one of the chief 
executives of the Aran Manufacturing Company would be sent 
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to each important executive on the mailing list. These letters 
would be general, designed merely to arouse interest and to 
impress the recipients with the company’s interest in their partic- 
ular problems. At the same time that these letters were sent, a 
letter and folder, describing the merits of the apparatus, would be 
mailed to each minor official and mechanic on the mailing list. 
Return cards would be enclosed with both types of letters. 

It was expected that replies would be received from men 
responsible for purchases. To each individual replying to the 
first letter would be sent a personal sales letter and a bulletin 
describing the technical aspects of the accessory. These letters, 
also, would be accompanied by return cards, which, if used, would 
assist the Aran Manufacturing Company’s salesmen to reach the 
proper officials. A special salesman would interview each in- 
dividual replying to this follow-up and would report the results 
of the interview to the executive in charge of the campaign. 

To those persons who did not reply to the first letter within 
three weeks, a second letter, with a card enclosed for reply, would 
be sent; the purpose of this letter was to secure the recipient’s at- 
tention and to inform him that the company had issued a new 
bulletin containing detailed technical information about the ap- 
paratus. To the companies from which no answers to the second 
letter were received, a third letter would be mailed, stating that 
the Aran Manufacturing Company’s specialists would be pleased 
to consider any problem relating to the use of the equipment and 
to submit more detailed information about it. 

An objection was raised to the advertising campaign outlined, 
on the grounds that the apparatus was sold according to specifica- 
tions prepared by the purchasers’ engineers and, therefore, was 
not a product which could be sold by advertising. 

Commentary: The chief problem of the company lay in securing an 
intelligent selling effort for its product. Although well designed direct- 
mail matter concerning the accessory might have been helpful in paving 
the way for salesmen, a high degree of personal selling was essential to 
adoption in practically every case. Advertising, in itself, was of no 
great value unless it was closely coordinated with an intelligent personal 
selling program. 

A plan of demonstration as recommended by the sales department 
would have had considerable merit in introducing a product of this 
kind, the worth of which was not yet established. 

February, 1928 NOH SB, 


GLENISTER SPRINKLER COMPANY’ 
MANUFACTURER—SPRINKLER SYSTEMS 


ADVERTISINGC—By Small Firm Whose Competitors Advertised Widely. The 
company, a manufacturer of automatic sprinkler systems for fire pro- 
tection, reviewed its advertising program. The company’s advertising 
consisted of insertions in directories and buyers’ guides and of direct- 
mail letters. The company also planned to send to prospective cus- 
tomers booklets describing large contracts which it had been awarded. 
Competing firms, larger than the company, advertised in general mag- 
azines and on billboards. 

(1925) 

Early in 1925, the Glenister Sprinkler Company, which man- 
ufactured and installed automatic sprinkler systems for protection 
against fire, reviewed its advertising program. ‘The company 
had a manufacturing plant in the eastern section of the United 
States and sales offices in six of the larger cities. It planned to 
open two sales offices in the South during 1925. The company 
was one of those approved by the Fire Insurance Exchange, and 
its equipment, consequently, frequently was recommended by 
fire insurance companies to their clients. Sales of the company 
from 1920 to 1924, inclusive, were as follows: 


TOA ond ol edcs Up Be Sleclae sere «Gere mache gigs wre wrote eroaumtens $1,500,000 
LO QQ bare lacave we phates ele a ateuwyareredoreee eee ie cee 1,200,000 
T0122. haven a acovsse alot Cae oleae eee Gav aes tim mee ere 1,000,000 
EQ2 U5 lorape cherte eco ocisi Dareyorcctw crate aioe oa taie ood eee 1,000,000 
TQ202 oe Scea es fe Ones est arevs ore nicee tists poche eet 800,000 


Inasmuch as the three important companies with which the 
Glenister Sprinkler Company competed sold products equal in 
quality to its own, the company secured a majority of its con- 
tracts on a price basis. Overhead expenses of the company were 
about 15% of sales. In figuring its bids, the company usually 
added 20% to the cost of labor and material, thus allowing 5% 
for net profit. Terms of payment asked by the company were 
similar to those prevailing among building contractors. It was 
customary to require a remittance each month equal to 85% of 
the cost of the material and labor put into the job during the 
month, and to collect the balance upon the completion of the 
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contract. Most contracts were completed within six weeks. In 
some instances, the Glenister Sprinkler Company was willing to 
accept payment in installments over as long a period as five 
years, charging interest at the rate of 6% or 7% per annum on 
the unpaid balances. 

The company employed nine salesmen to call on architects, 
engineers, and builders, and sent out each year approximately 
10,000 letters, costing $3 a thousand. Two-cent stamps were 
used, which made the total annual cost of the letters about $230. 
The mailing list was compiled from inquiries received by mail 
and from the F. W. Dodge Company’s reports on new buildings. 
Those reports were received daily and cost $2,000 annually. By 
means of letters, the company endeavored to secure copies of the 
plans of new buildings in which sprinkler systems probably 
would be installed. When there was no response to the first 
letter, a second one was sent. Approximately one-half of those 
to whom letters were sent responded, and about 5% of those 
who responded purchased from the Glenister Sprinkler Company. 

For several years, the company had spent about $1,000 an- 
nually for card advertisements in directories, buyers’ guides, and 
telephone books circulating in the localities in which its sales 
offices were located. These advertisements gave the name and 
address of the company, and featured some phrase, such as 
“Stop that Fire!” Usually, two advertisements each year were 
inserted in books which architects published and distributed to 
clients and prospective builders. This space cost the company 
about $150 annually and was used chiefly to maintain the good- 
will of the architects. 

The Glenister Sprinkler Company planned, during May, 1925, 
to send to a mailing list of architects, engineers, and prospective 
purchasers 10,000 booklets describing some of the large contracts 
which had been awarded to the company and enumerating some 
of the fires in which its equipment had been used. It was esti- 
mated that the cost of printing the booklets and placing them in 
envelopes would be $800. Since 2-cent stamps would be used, 
the total cost would approximate $1,000. The company had done 
no advertising of this type previously. 

The manager of the New York sales office of the Glenister 
Sprinkler Company, who controlled all the company’s advertising, 
stated that contractors, as a rule, did not advertise extensively, 
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However, the Belter Automatic Sprinkler Company,’ the largest 
of the Glenister Sprinkler Company’s competitors, did advertise 
nationally in general magazines. It was estimated that this com- 
pany, which had manufacturing plants in the East, South, and 
Middle West, spent approximately $125,000 a year for adver- 
tising. The theme of the advertising was that equipment for 
protection against fire was one of the best investments which 
building owners could make and that the resulting saving in 
fire insurance costs would more than pay for the cost of the 
sprinkler system. The advertisements also pointed out that a 
company, while rebuilding as the result of a fire, was out of 
business and hence losing money even though the fire loss was 
covered fully by insurance. The sales of this competitor were 
estimated to be $8,000,000 a year. 

The Belter Automatic Sprinkler Company maintained 25 sales 
offices in the United States and had at least 50 salesmen, known 
as contracting engineers. In addition to the magazine advertising 
which it did, this company sent out a bulletin quarterly to a 
large mailing list. The mailing list was composed chiefly of names 
of persons who had asked the company to send them the bulletin. 
The bulletin contained articles describing the fire sprinkler 
equipment installed by the company and a complete record of 
the recent major fires which had occurred in the United States. 

The Belter Automatic Sprinkler Company had salesmen who 
sold only to other installers of fire extinguishers. No other 
sprinkler company had salesmen selling only to firms making 
installations. The New York manager of the Glenister Sprinkler 
Company stated that the Belter Automatic Sprinkler Company 
made a larger profit on the equipment which it sold for installa- 
tion than it did on equipment which it installed itself. He main- 
tained that, if it were not for this profit on sales for installation 
by other firms, the Belter Automatic Sprinkler Company could 
not afford to spend as much as it did for advertising. 

The second largest competitor of the Glenister Sprinkler Com- 
pany had annual sales of approximately $3,500,000. This com- 
pany, which had its plant in the Middle West, did no advertising. 
The third largest competitor, with annual sales of $2,500,000, 
used billboards along the railroad tracks of several eastern rail- 
roads. This company, which was located in the East, also sold 


* Fictitious name, 


GLENISTER SPRINKLER COMPANY 407 


heating equipment, but the billboard advertising was devoted 
solely to sprinkler systems. Some newspaper advertising also was 
done by this company. 


CoMMENTARY: Several important facts are to be noted in the case 
of this company: (1) It was a small company in a field dominated by 
large competitors; (2) its sales were limited to six large cities; ( 3) good 
lists of prospects at whom to direct sales and promotional efforts were 
available; (4) the limited volume of sales of the company, the character 
of the competitive conditions, and the narrow margin which it had to 
devote to advertising and promotional work ruled out a program of 
general periodical advertising to stimulate a primary demand. This 
development of primary demand was a task either for the cooperative 
effort of several manufacturers or for the large manufacturers who 
covered the entire field for such equipment. The Glenister Sprinkler 
Company was not in a position to devote its limited appropriation to 
reaching other than those who were good prospects in its territory. 
Accordingly, the use of direct-mail advertising to prospective pur- 
chasers, architects, and contractors was sound. The immediate objec- 
tive of the advertising, of course, would be to elicit inquiries as an aid to 
personal selling effort. In its advertising there was an opportunity for 
the company not only to make use of patronage and selective buying 
motives but also to appeal to strong primary emotional motives, inas- 
much as there was a large undeveloped field for such protective 
apparatus. 


February, 1928 N. H. B. 


NEWELL HARDWARE CoMPANY* 
MANUFACTURER—SLIDING-DOOR HARDWARE 


ADVERTISINGC—Development of a Campaign. Because its sales had been 
decreasing during the previous five years and in order to meet the com- 
petition of a manufacturer who advertised extensively, the company, 
a manufacturer of sliding-door hardware, employed an advertising 
agency to make a survey of the market for its product and to draw 
up advertising plans. The agency, as a result of its investigation, recom- 
mended that the company conduct a six weeks’ test campaign of ad- 
vertising to consumers and that it advertise to architects, contractors, 
wholesalers, and retailers in trade papers. The company adopted the 
proposed campaign. Few inquiries were received as a result of the 
test campaign, no new accounts were obtained, and, although sales 
increased as a result of the trade paper advertising, increased sales 
expense caused a decrease in net profits. At the end of eight months, 
therefore, the company was uncertain whether to continue the adver- 
tising campaign. 

(1927) 


The Newell Hardware Company manufactured all types of slid- 
ing-door hardware. Although the sales of this product constituted 
only 25% of the total sales of the company, they yielded a sub- 
stantial profit. Since 1920 the company’s sales of sliding-door 
hardware had been decreasing, and in 1925 the executives of 
the company considered the use of advertising in order to increase 
the sales of this product. 

In 1879 the founder of the Newell Hardware Company in- 
vented and patented a covered, round trough track for sliding 
doors. ‘This track protected the wheels on the door hangers 
from obstructions, and by means of its rounded design reduced 
friction to a minimum. The company was incorporated in 1880 
to manufacture this type of track, which, at that time, was an 
innovation in sliding-door hardware. Gradually the manufacture 
of other products was undertaken, until in 1925 the company was 
making a complete line of sliding-door hardware, consisting of all 
types of tracks, hangers, and brackets, and in addition was mak- 
ing kalemein, tin, and fire doors, monorails, and sliding ladders. 
The total sales of the company for 1925 were $700,000, divided 
among the classes of products as follows: 
~~? Fictitious name. 
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The profit on sliding-door hardware was approximately 10% 
higher than the profit on any other class of product. Further- 
more, the equipment for manufacturing this product was operat- 
ing at only 50% of capacity. A larger amount of hardware could 
be produced at little increase in labor or overhead expense. 

Competitive conditions and freight rates confined the sales of 
the Newell Hardware Company to New England, New York, 
Pennsylvania, Ohio, West Virginia, Maryland, Delaware, Virginia, 
North Carolina, South Carolina, Georgia, Florida, Alabama, 
Washington, Oregon, and California. 

Sliding-door hardware consisted of three parts: a track; hang- 
ers, which supported the door; and brackets, which supported 
the track. The sliding-door hardware made by the Newell Hard- 
ware Company was, in the opinion of the executives, the highest 
grade of hardware of that type manufactured. The round trough 
track was as strong and rigid a type of enclosed track as could be 
made. In addition, the round trough centered the trolley wheels 
on the hanger and thereby reduced friction and practically elimi- 
nated door wobble. The Newell Hardware Company was the 
only manufacturer of cast-iron brackets, which were twice as 
strong as the wrought steel brackets made by other manufactur- 
ers, and their strength and rigidity kept the track longer in align- 
ment. All Newell hangers designed for use on sliding-doors 
were made with cast-iron wheels, casehardened cold-rolled steel 
stud and bearings, drop-forged steel pendant, and stamped steel 
petticoat. No other door hanger manufactured in the United 
States, in the company’s opinion, had such careful and sturdy con- 
struction. The executives of the Newell Hardware Company be- 
lieved that in the making of the Newell line of hangers, brackets, 
and tracks, the use of the correct steel in the correct place gave 
the Newell brand of sliding-door hardware longer life, less need 
of adjustment, and easier installation than any other sliding-door 
hardware on the market, 
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Prices of Newell sliding-door hardware were slightly higher 
than those of competing makes. 

The patent on the round trough track had expired in 1897, and 
in 1926 the Newell Hardware Company had no patent protecting 
any of the features of its hardware. The hardware was sold 
under the brand name of Newell. The trade-mark of the com- 
pany appeared on the side of each piece of track. Although not 
marked with the trade-mark of the company, the hangers were 
made in a design which was distinctive with this company. 

Hangers, brackets, and track were sold in three ways: each was 
sold separately, in accordance with individual orders; hangers 
and brackets were sold in sets in different assortments for stand- 
ard uses; and hangers, brackets, and track were sold together 
in boxed sets which included all the hardware necessary for 
standard types of garage doors. For the latter sets, the company 
bought the supplementary hardware, such as hinges and bolts, 
which it did not manufacture itself. 

Because a sliding door was more expensive than a hinged door, 
it was used chiefly in openings so large that a hinged door was 
impracticable and in smaller openings where a sliding door could 
save space or was more convenient than a hinged door. The 
Newell Hardware Company made a different size of track and 
hanger for each type of sliding door. The two principal uses were 
for sliding doors for both public and private garages and for 
freight sheds, warehouses, car barns, and other buildings of a 
similar nature. Besides these two main divisions of the market, 
sales also were made for the sliding doors used on elevators, 
freight cars, subway and trolley cars, and barns. 

The executives of the Newell Hardware Company believed 
that the most promising market for its sliding-door hardware 
was in garage construction, since an increasing number of garages 
was being built each year, and since sliding doors had distinct 
advantages over hinged doors in that they could not be blocked 
by snow or mud, or banged by wind. Moreover, they could be 
opened from the inside of the garage and thus protect the person 
opening them. The use of a sliding door, however, made it neces- 
sary that a garage be built 214 feet longer than if a hinged door 
were used. The greater expense of sliding doors, therefore, con- 
fined their use to the more expensive private garages. The 
company would obtain certain sales advantages in selling sliding- 
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door hardware for use on garages, because the cost of complete 
hardware equipment for sliding doors represented a fairly large 
unit sale. Furthermore, production and stocking would be sim- 
plified if the hardware could be assembled and sold in sets. 

While an architect, in the opinion of the executives of the 
company, was not so important a factor in the sale of sliding- 
door hardware as a contractor, his specifications carried a great 
deal of weight. Architects were employed on most high-grade 
residence and garage constructions which constituted a prospec- 
tive market for Newell sliding-door hardware. In writing speci- 
fications, an architect usually did not include sliding-door hard- 
ware in the lump sum provided for general hardware, but made an 
additional specification for a particular brand of sliding-door 
hardware or its equal. 

Most architects were familiar with the merits of the different 
brands of sliding-door hardware. Once past experience had 
proved to an architect the superiority of a particular brand of 
sliding-door hardware, it was customary for him to limit his 
specifications to this brand. The worth of any brand was judged 
by the excellence of its manufacture in comparison with its cost, 
and by the service rendered by the manufacturer to the architect. 
An architect would specify the best quality obtainable within 
the limits of the funds at his disposal. In writing specifications 
of sliding-door hardware the architect used three sources of in- 
formation: his file, in which he kept information received from 
manufacturers; trade publications and catalogs, such as Sweet’s 
Architectural Catalog, which listed the products of various manu- 
facturers and were edited especially for the use of architects in 
specification writing; and engineering advice placed at the service 
of architects by certain manufacturers. 

The executives of the Newell Hardware Company believed that 
contractors were the most important factor in the purchase of 
hardware. The brand of sliding-door hardware in most cases 
was not of sufficient importance to warrant brand insistence on 
the part of the architect. The specification of a certain brand 
or its “equal” was merely a means of describing to the contractor 
the quality which the architect desired to have used. The con- 
tractor was then free to supply any brand which measured up to 
this standard. Furthermore, in the case of large, low-cost build- 
ings, such as public garages and warehouses, the contractor was 
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the only one to select the brand of hardware. The contractor, 
like the architect, wished to supply his customer with the highest 
quality obtainable with the funds at his disposal, but, unlike the 
architect, his selection was influenced by the margin of profit and 
by the ease of installation of different brands. 

Carpenters, so the executives believed, were the least important 
purchasers of sliding-door hardware. Carpenters were employed 
usually in the construction of cheap garages and other low- 
cost buildings which did not use sliding doors. The execu- 
tives doubted whether carpenters could be induced to use expen- 
sive sliding-door hardware in place of the hinge hardware they 
generally used. 

Consumers, in the opinion of the executives, knew little about 
the merits of sliding doors and their advantages over hinged 
doors. 

Large hardware wholesalers were the principal distributors of 
sliding-door hardware. These wholesalers carried stocks and 
employed salesmen who sold to retailers. Moreover, it was a 
customary buying habit of the contractor to visit a hardware 
wholesaler in order to obtain his help in selecting the type of 
hardware to be used in a particular construction. The hard- 
ware wholesaler in these cases either sold to the contractor direct 
or referred him to a retailer who would be able to supply him 
with the brand selected. 

Because of the bulk and weight of the hardware, its slow stock- 
turn, and high cost, none but the large hardware retailers catering 
to the needs of contractors carried it in stock. These retailers 
carried but one, or possibly two, brands. Small retailers ordered 
from wholesalers as demand arose. 

The sliding-door hardware of the Newell Hardware Company 
was sold through sales offices in Boston, New York City, and 
Philadelphia, by two salesmen who traveled from the factory 
through the Middle West and South, and by three sales agents 
who had exclusive territories on the Pacific Coast. A few sales to 
local purchasers were made direct from the factory. The sales 
offices in Boston and New York City also sold the other products 
manufactured by the company. ‘The office in Philadelphia sold 
only sliding-door hardware. Three salesmen were maintained in 
each of the sales offices: a senior salesman, responsible for the 
branch, and two junior salesmen who worked under him. All 
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salesmen were paid on a salary basis; the senior salesmen received 
between $5,000 and $6,000 a year, while the junior salesmen re- 
ceived between $2,500 and $3,000. Sliding-door hardware was 
sold mostly by the junior salesmen, who called on hardware 
wholesalers or retailers. The salesmen helped the retailers to 
plan installations for contractors, who were the retailers’ custom- 
ers. Salesmen made no missionary calls upon architects, 

The Newell Hardware Company had no warehouses connected 
with its branches. All goods were shipped directly from the fac- 
tory to the purchaser. The price policy of the company varied 
according to the size of purchase and the relationship existing 
between the company and its customer. 

The Newell Hardware Company had about 246 customers, in- 
cluding both wholesalers and retailers. Many of these were the 
leading hardware stores in the communities which they served 
and had been customers of the company for a great many years. 
Fifty per cent of these customers were located in New England; 
407 in New York, Pennsylvania, and Ohio; and the remaining 
10% were scattered through the South, the Middle West, and the 
Pacific Coast. The average yearly purchases by hardware re- 
tailers were $300; the average for wholesalers was $2,000. 

One competing manufacturer of sliding-door hardware, so the 
executives of the company believed, made a majority of the 
sales of such hardware. This competitor, besides advertising 
extensively in trade and business papers, did a large volume of 
sales promotional and missionary work among architects and con- 
tractors and also, by means of engineering and warehousing facil- 
ities located in the large centers of distribution, rendered all 
forms of engineering, stocking, and delivery service. Salesmen 
of this firm kept in close contact with customers. While this com- 
pany sold to any customer direct, it maintained a rigid policy of 
price protection to the retailer. Besides this large competitor, 
there were three other manufacturers of approximately the same 
size as the Newell Hardware Company. No one of these was par- 
ticularly aggressive in its sales work, and, although each was 
strong in its locality, the factories were located in sections far 
enough removed from the factory of the Newell Hardware 
Company so that the freight rates prevented them from offering 
serious competition in the company’s territory. 

The younger executives of the company wished to advertise 
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Newell sliding-door hardware in order to increase sales, to meet 
competition, and to inform the trade of the completeness of the 
company’s line of sliding-door hardware. 

One of the older executives of the company, however, disap- 
proved of the use of advertising. This executive believed that 
the reputation for integrity and high quality which the Newell 
Hardware Company had built up through the many years it had 
been in business would result in securing and holding for the 
company a certain percentage of the total sales of sliding-door 
hardware and that to advertise would invite stronger competition 
on the part of the largest competitor which in turn would decrease 
sales. 

The Newell Hardware Company, nevertheless, decided to em- 
ploy an advertising agency to make a survey of the market for 
sliding-door hardware and to draw up advertising plans. 

This advertising agency conducted an investigation among 
architects, contractors, hardware wholesalers, hardware retailers, 
and consumers. The investigation brought out these facts: that 
among competent judges of hardware the Newell brand of slid- 
ing-door hardware was considered to be of the highest quality; 
that because of this fact and the fact that the company was the 
pioneer in this market, there existed among hardware wholesalers 
and retailers, architects, and contractors a considerable amount of 
latent goodwill toward the company; that the Newell Hardware 
Company had a reputation in the trade not for conservatism but 
for lack of aggressive marketing of its products; and that there 
existed a large potential market for its sliding-door hardware. 
The sales force of the Newell Hardware Company was adequate 
to reach these potential customers, but the market was dominated 
by a competitor who was using every form of marketing strategy 
with aggressiveness and skill. 

Among 74 hardware retailers called on during the investiga- 
tion, 34 carried the brand of the Newell Hardware Company’s 
chief competitor, 17 carried the brand of the Newell Hardware 
Company, to carried the brand of one of the smaller competitors, 
and 13 carried miscellaneous brands of local manufacturers. 
Among 54 large retail hardware stores interviewed, 16 carried but 
one brand of sliding-door hardware, 31 carried 2 brands or more, 
and 7 did not carry any sliding-door hardware but ordered as the 
occasion arose. 
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An examination of 450 garages showed that 15% were equipped 
with sliding doors and 85% with hinged doors. In the case of 100 
selected garages of expensive construction, 25% had sliding doors. 

The investigation among architects, contractors, and hardware 
retailers brought out the fact that sliding-door hardware was 
used principally in industrial buildings, such as factories and 
warehouses; it was used to a less extent in public and private 
garages; then, in the order of their importance, in public build- 
ings, farms, elevators, churches, office buildings, hotels, and 
private dwellings. 

On the basis of the market investigation the advertising agency 
drew up a plan for advertising Newell hardware which recom- 
mended that the company advertise the use of sliding-door hard- 
ware for garage doors only. The specific recommendations of 
the agency covered the objectives which the advertising was to 
accomplish; the means of packaging and identifying Newell hard- 
ware; a program for advertising to architects, building contrac- 
tors, hardware wholesalers and retailers, and consumers; and 
suggestions for sales-helps for hardware wholesalers and retailers. 

The agency set up the following seven objectives for the adver- 
tising to accomplish: (1) to obtain a sales increase of $100,000 
in 1926; (2) to provide methods of more adequate sales cover- 
age; (3) to create a wider recognition of the Newell name and 
trade-mark; (4) to overcome the unfavorable Opinion of the 
advertising and sales methods of the Newell Hardware Company; 
(5) to influence all classes of purchasers in accordance with their 
relative importance; (6) to bring about an increased use of sliding 
doors as well as of the Newell brand of hardware; and (7) to ex- 
periment with and demonstrate the possibilities of building up a 
replacement business among owners of garages with hinged doors. 

In order to establish a closer relationship between the product 
and the advertising, the agency recommended that a new name 
plate, which it had designed, be placed upon both the track and 
hangers by decalcomania and that this name plate be featured 
in every advertisement. Since the sale of Newell sliding-door 
hardware in packaged sets for garage use offered another means 
of accomplishing this tie-up, the advertising agency further 
recommended that the packaging of sliding-door hardware in sets 
be carried as far as seemed practicable and that special emphasis 
in the advertising be placed upon these packages. 
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Following are extracts from the recommendations of the ad- 
vertising agency. 


ARCHITECTS, CONTRACTORS, AND CONSUMERS 


We are combining the consideration of architects, contractors, and 
consumers in one section because, in a sense, they are all users or 
influencing factors in the use of sliding doors and sliding-door hardware. 
It depends on the individual circumstances as to whether the architect, 
contractor, or consumer decides the matter, and, in some instances, two 
or three of them decide the matter. Let us first consider the mediums 
for reaching these three classes, and then the copy policy. 


Architects’ Journals 


In the architectural paper field, there are a number of different publi- 
cations available. It would be desirable to advertise in many of them, 
if you could afford to do so and still reach the other elements that it is 
necessary to provide for in this plan. But that cannot be done without 
making the cost too high. Hence, we are limiting our recommendation 
to what we consider the two chief architectural publications for your 
purposes, namely, Architectural Record and Pencil Points. 


We recommend Architectural Record and Pencil Points for six pages 
each, to run in alternate months, so that you would be appearing in one 
or the other of these publications during the entire year. Architectural 
Record is scheduled to start in April, 1926, and to run until February, 
1927, inclusive, and Pencil Points is scheduled to start in May, 1926, 
and run until March, 1927, inclusive. This is in order to allow for the 
preparation of copy, and to take care of the closing dates. 

The schedule for the architectural publications is . . . . $1,695.68 


Sweet’s Architectural Catalog and Sweet’s Engineering Catalog 


You are already using Sweet’s Architectural Catalog and are familiar 
with it, and with the Engineering Catalog. There is little that we need 
add. To take care of the 1926 insertions we are recommending four 
pages in the Architectural Catalog, the same amount that you are now 
using, and two pages in the Engineering Catalog which is issued on 
April 15 and the forms for which close on February 1, 1926. The 
Schedile = AMOUNtS 1Ouk aoe slew eie)s's io chet a eines aise) cree ersttier $1,121.26 


Building Publications 


We recommend the two chief building publications, namely Building 
Age and the American Builder. Each of these has a circulation of ap- 
proximately 7,500 copies a month, reaching building contractors and 
others interested in the building field. In many cases, these building 
contractors draw up their own plans; that is, an architect does not enter 
into the situation. Contractors certainly are important in these cases. 
They are also important where an architect does enter and specify a 
certain brand “or equal,”’ because they can substitute an “equal” brand. 
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Also in this case we are recommending six pages in each publication 
to appear in alternate months, American Builder, starting with April, 
and Building Age, starting with May, 1926. The cost of American 
Builder is $320 a page, or $1,920 for the six pages, and for Building 
Age, the cost is $360 a page, or $2,160 for the six pages. 

Also, in this general field might be considered the publication The 
Carpenter, which reaches the carpenters in the United States, and has 
a circulation of 390,000 copies a month. This is the organ of the Car- 
penter’s Union. In many instances, the carpenter is somewhat in the 
nature of a contractor in door work. He is the one that is usually called 
in, or would be called in, for changing a hinged-door garage into one 
with sliding doors. For these reasons, it is desirable to reach the car- 
penters through this publication, particularly because it has such a wide 
circulation. We recommend it for the use of six pages at a rate of $375 
a page, or a total of $2,250. The schedule amounts to...... $6,201.92 


Architects’ and Contractors’ File Cards 


A very effective item for getting your name known to architects and 
contractors is the file card. These cards contain all the necessary data 
for the writing of specifications for sliding-door hardware. They are 
designed to fit the architects’ filing system and make this pertinent in- 
formation quickly available. We are giving at the end of the plan com- 
plete specifications for 7,500 of these cards and envelopes. This quan- 
tity will be sufficient to reach the architects and contractors in your 
territory. 


House Organ 

We recommend a house organ. While we are describing it in this 
section on architects and contractors, this house organ is also to be 
mailed to retailers and jobbers. The general function of this house 
organ is to get the Newell name more known to all the factors as the 
pioneer in the field of sliding-door hardware, and to convey interesting 
information either about the Newell line or about sliding doors. 

Illustrative of how this can be done is the suggested table of contents 
for the first issue. This could include an announcement of your new 
advertising and merchandising policy, a description of your complete 
sets, a statement about your 750 and 800 items, a reference to the fact 
that door models can be seen at dealers handling Newell sliding-door 
hardware, a description of the suggested manual of sliding-door uses 
and specifications when that is ready, and so forth. 

We recommend this house organ to be issued quarterly. For the 
coming year, the proposed dates are May, August, and November, 1926, 
and February, 1927. 

The specifications and prices for four issues of 15,000 house organs 
and envelopes are given at the end of the plan. 


Test Consumer Advertising 


We do not consider it advisable for you to invest any appreciable 
sum of money in general consumer advertising at this time. We do feel, 
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however, that it is desirable to make a test of what consumer adver- 
tising can accomplish for you, limiting the test to a very small amount 
of money, and having it tie up with sales work in the New England 
market. This test is recommended for New England so as to give you 
a stronger position in that territory and insure a bigger volume of sales 
than you are now securing. The advertising in any locality is not to be 
released until sales work is done in that locality, some dealers secured, 
and some business booked. As part of the scheme, the names of local 
dealers would be listed in the advertisements. There would also be a 
coupon which the reader would send to you and ask for further infor- 
mation about sliding doors, and the coupons thus received would be re- 
ferred to a local dealer. 

Another reason for the suggested test is to demonstrate beyond ques- 
tion of a doubt to what degree it is possible to interest people who now 
have garages with hinged doors, to convert them into sliding doors. 
This will also be of interest in connection with a proposed selling method 
taken up in the section on selling activities, and which, if proved practi- 
cal, would represent a very desirable scheme for a larger business 
for you. 

The test campaign is suggested for Springfield, Pittsfield, and Worces- 
ter, Massachusetts; Hartford and New Haven, Connecticut; Providence 
and Pawtucket, Rhode Island; Portland, Maine; and Manchester, New 
Hampshire. We are purposely staying out of the Boston newspapers 
which are relatively high in advertising rates, as we want to keep down 
the test to a minimum cost. 

The suggested schedule is for six advertisements to appear once a 
week, The first and fourth would be fairly large advertisements of 420 
lines each and the other four advertisements would be 70 lines each. 
The 420-line advertisements are scheduled to appear in preferred posi- 
tion, that is, full position, which means next to and following reading 
matter. This is in order not to have the smaller advertisements sur- 
rounded by other advertisements and thus lose in attention value. 

The cost of this advertising would be quite small in most of these 
cities. Thus, Springfield would cost $178.50 for the entire campaign; 
Hartford, $107.10, Pittsfield, $58.80. 

It is not intended to release this advertising in all these places at one 
time. The advertising is to be released in any locality only as several 
good dealers are obtained for stocking the Newell line of sliding-door 
hardware. And as already stated, the names of these dealers are to 
appear in the advertisements. In fact, this feature can be made the 
means, by your sales representatives, of interesting several good local 
dealers to put in the Newell line. The schedule for this test newspaper 
advertising and for the nine cities amounts to............ $1,382.02 


Copy Policy 


Architects, contractors, and consumers represent the determining fac- 
tors in the selection of type and brand of door hardware to be used on 
every new or replacement job. For this reason, the fundamental pur- 
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pose of advertising addressed to any one of these groups is the same. 
It is to influence these groups to use sliding doors more extensively be- 
cause of the advantages of sliding doors over hinged doors and thereby 
to increase the use of Newell sliding-door hardware by making the 
Newell name generally known as the mark of sliding-door hardware 
of superior design and construction. 

Because architects and contractors are generally familiar with the 
advantages of sliding doors over hinged doors, this point will only be 
suggested in copy directed to those groups, and major emphasis will be 
placed upon the superior design and construction of Newell sliding-door 
hardware with the purpose of getting architects to specify and contrac- 
tors to install the Newell brand. 

Because consumers in general are not familiar with the advantages 
of sliding doors over swinging doors, this point will be emphasized in 
advertising addressed to consumers. In the large consumer newspaper 
advertisements pictures will contrast sliding and hinged doors. In one, 
we shall have a snow scene. The large sketch will show a young girl 
easily sliding her garage door open while the snow is banked outside. 
In the smaller sketch a man will be shown struggling to get his swing- 
ing doors open against the snow. 

A headline will then inform the consumer that he can easily turn the 
swinging doors on his garage into sliding doors that “Roll open and 
glide shut in any old weather.” Similarly sketches of a heavy wind and 
rain storm in another advertisement will tell the same story. This story 
will be followed by the story of the superior design and construction of 
Newell door hardware. 

In all three cases, the general method to be used to impress each 
group with Newell superiority of design and construction is the same. 
It is to make it generally known that Newell Company invented and is 
the pioneer manufacturer of the present type of sliding-door hardware; 
that as a result of this long experience and the constant improvement of 
the product, the Newell hardware possesses superior features both of 
design and construction found in no other sliding-door hardware. This 
might well be termed the theme of the copy policy—to sell Newell 
hardware on the strength of its many superior features (all of which 
may be listed in each advertisement) rather than any particular feature. 
Effort will be made in all advertising addressed to architects and con- 
tractors to get distribution for the catalog by providing a coupon which 
may be filled out and mailed to the Newell Company direct requesting 
a copy. 

aNeeerinee advertising in newspapers as a means of holding the 
attention of prospects and also of getting a more complete Newell story 
in their hands, we offer to send them free the story of how the present 
sliding-door hardware was invented. A coupon to make it easier for all 
interested prospects to send for the folder will be inserted in the larger 
newspaper advertisements. This folder will be the same as the folder to 
be distributed to hardware retailers. 
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The agency plan at this point called for four advertisements 
to be prepared for insertion in both architectural and building 
papers. Each of these advertisements was to be repeated once. 
Three advertisements were to be prepared for the trade papers, 
each of which was to be repeated once. 

The agency plan continued as follows: 


RETAILERS AND JOBBERS 
Trade Papers 


The same consideration applies to the trade papers as applies to the 
architectural publications; that is, there are a number of these trade 
papers, and it is not feasible for you to use all of them. After consider- 
ing all of them, our recommendation is that your advertising be run in 
Hardware Age, Good Hardware, and Hardware Buyers’ Catalog. 

Hardware Age is the leading publication in the field, with a circula- 
tion of more than 20,000 copies a week. As it is a weekly, we are rec- 
ommending it for one page every four weeks, or thirteen pages in all, 
at a rate of $165 a page, or $2,145 for the schedule. 

Good Hardware is a free syndicated publication, but on that account 
it has a very wide circulation. It reaches the entire hardware field. Its 
circulation is approximately 45,000 copies. It is a monthly publication, 
and we are recommending it for a page per issue, or 12 pages, at $200 
each, or $2,400 for the year. 

Hardware Buyers’ Catalog is, in this field, what Sweet’s Architectural 
Catalog is in its field. We are recommending it for two pages at a cost 
of $350. 

phe entire: schedule amountsato ce a cee $4,828.93 


Trade-Paper Copy Policy 


The fundamental purpose of your advertising addressed to hardware 
jobbers and dealers is to convince them not only of the superiority of 
design and construction of Newell sliding-door hardware, but also of 
the salability of the Newell line. For impressing dealers with the 
superiority of Newell design and construction the same theme as that 
previously outlined for architects and contractors is applicable; that is, 
to make it generally known that the Newell Company invented and is 
the pioneer manufacturer of the present type of sliding-door hard- 
ware, and that as a result of this wealth of experience and constant im- 
provement of the product, Newell sliding-door hardware possesses many 
superior features both of design and construction. All these features 
are to be listed in every advertisement. 

But in addition, in every advertisement addressed to hardware 
dealers, your dealer sales aids will be played up and these will be 
offered free, together with the “Manual.” An attempt will be made to 
get these dealers to mail the coupon for this material. 

The advertising done to influence architects and contractors, and thus 
make Newell more easily salable for the dealer, will be introduced in 
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some of the trade advertisements. Evidence of the use of Newell ma- 
terial in well-known buildings, or by well-known architects or contrac- 
tors, can also be given. 


Dealer Signs 


We recommend a dealer sign of a nature to be rather permanent in 
the dealer’s store. This sign is for the purpose of having something 
mentioning the name Newell effectively, associating it with sliding-door 
hardware, and its chief use for garages. This will make an effective 
item at the point of purchase for this product. We are quoting on a 
quantity of 5,000. It is contemplated that this sign would be sent only 
to dealers who are handling Newell sliding-door hardware. When a new 
account is opened, a sign can be included with the first shipment to that 
dealer. 


Dealer Folder 


We recommend a folder to be distributed to dealers. This folder is 
to have the consumer appeal. It is something that the dealer can dis- 
tribute. to people coming in his store. 

The copy would be addressed to the consumer to make him realize 
the convenience of sliding-door garages. It would then go on to feature 
the Newell brand of sliding-door hardware, and how comparatively easy 
and inexpensive a job it is to convert hinged doors into sliding doors. 
We are quoting on a quantity of 50,000 of these folders. This is on the 
assumption that you could distribute 100 of these folders to each of 500 
dealers. Many of them could be distributed through jobbers. 


Jobber Folder 


We also recommend a folder to be given to jobbers, which they can 
enclose in their statements and other correspondence with their retail 
customers. This folder would, therefore, be written with the dealer 
appeal. A place is provided for the jobber imprint. The nature of this 
folder would be largely the same as the trade-paper copy addressed to 
the dealer, but it would represent an item which you are giving jobbers 
as a means of cooperating with them in calling the Newell line to the 
attention of their retail customers. We are quoting on a quantity of 
25,000 of these folders on the assumption that you could have 100 job- 
bers each use 250 of these folders. 


Jobber Catalog Insert 

We suggest that you prepare a printed insert to be distributed to 
jobbers for them to use in their own catalogs. This is a simple item, 
which can be prepared at nominal cost; we are not quoting separately 
on it. 


Manual of Sliding-Door Uses and Specifications 


The manual which we have already described is also an important 
item for the retail and jobbing trade. 
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SUMMARY OF CAMPAIGN AND ADVERTISING APPROPRIATION 


Summary 


In this plan we started out by giving you the facts of the investiga- 
tion. Among the chief points developed were the standing of your lead- 
ing competitor; the lack of reputation and standing of the Newell Com- 
pany in comparison with this competitor even though Newell was first 
in the field; the fact that in the aggregate retailers, jobbers, architects, 
contractors, builders, and consumers influence the purchase of sliding- 
door hardware, but to a different degree in varying circumstances; and 
the chief advertising and merchandising activities practiced by your 
competitors, as obtained from the trade. 

In order to make the plan specific, we have suggested a specific sales 
objective of $250,000 for the year from April, 1926, to April, 1927. We 
have made recommendations as to additional sales coverage and adver- 
tising methods. We have set down a number of definite policies and a set 
of objects that the campaign is designed to accomplish, so that all the 
proposed methods can be checked up as to whether they help accomplish 
one or more of these objects. Since the more important factors are the 
trade and architects and contractors, the bulk of the advertising expen- 
diture is for reaching these factors. 

With regard to the product, we have recommended sliding-door 
models for retailers, so that they can in turn show them to architects, 
contractors, and consumers, the more active merchandising of complete 
sets, and an improved catalog which will be of value to architects and 
contractors as well as retailers, to be known as the Manual of Sliding- 
Door Uses and Specifications. 

For influencing architects, we have recommended architectural pub- 
lications, Sweet’s Architectural Catalog, architect’s file cards, and the 
house organ. The improved catalog or manual will also be of much 
interest when it is completed. 

For influencing contractors and carpenters who are sometimes con- 
tractors on sliding-door jobs, we have recommended the two chief build- 
ing publications and the carpenter publication known as the Carpenter. 
The file card is also intended for contractors. The house organ will also 
be addressed to a selected list of contractors. The manual will also 
apply in this case. 

For retailers and jobbers, we have recommended the two leading 
trade papers, and the Hardware Buyers’ Catalog. 

For material of help to retailers, you would have the improved cata- 
log or manual, a set of folders, the door models, a dealer sign, and the 
mailings that would be done to architects and contractors in the dealers’ 
territory. 

Materials which would help cooperate with the jobbers would be the 
foregoing retailer material, a jobber’s catalog insert, and an envelope 
insert for the jobber. 

In order to stimulate more business in your own market, the New 
England market, we have suggested a test of newspaper advertising. 
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In brief, we have provided for influencing every important element 
that has a bearing on the distribution or purchase of sliding-door hard- 
ware in the degree of the relative importance of these factors. 
Advertising Appropriation 

After assembling all the costs of the different items in this plan, they 
amount to approximately $27,000. In order to include in your budget 
the cost of postage and miscellaneous items required, we suggest that 
you consider a general allowance of $2,000 for these odds and ends. In 
addition there is required a service fee of $1,200 for our handling of the 
account. This makes a total advertising appropriation of approximately 
$30,000. 

Is an appropriation of $30,000 practical, in view of the other con- 
siderations of your business? To be more specific, what would happen 
to your business if you went into a $30,000 advertising appropriation 
and if that appropriation and campaign resulted in your obtaining the 
sales objective of $250,000? 

To answer this question, we took the cost figures as you gave them 
at our conference. You did not have the costs for the sliding-door 
hardware segregated as such but you were able to take one of your 
package sets, number 159x, and you gave us the approximate costs on 
that item. We have used these as a basis for arriving at an estimated 
budget based on a volume of $250,000, as follows: 


You stated that 159x had a list price of $3.25, that the average dis- 
count to the trade was 30%, or 974 cents, so that you realize $2.275 
or, let us say, $2.27. You indicated that the cost of material for this 
set was 85 cents, or 37%. The cost of labor was 25 cents, or 11%. You 
estimated that general overhead, factory overhead, and selling expense 
represented half of 50% of the material and labor costs, which means 
24%, but that selling represented 10%, so that overhead would be 
14%. Figuring up 37%, 11%, 14%, and 10%, we have a total of 
72%. There would be available 28% for net profit, according to these 
figures, but according to your own operating figures, you mentioned that 
your net profits were 25%, so that these figures are approximately cor- 
rect. On the basis of 25% net profit on a sales volume of $150,000, 
which you have been doing in sliding-door hardware, the net profit 
would be $37,500 on this department of your business. 

Now let us see what would happen by going to $250,000. Let us 
assume that raw material would still represent 37%, which would 
amount to $92,500. Let us assume that labor would continue at 11%, 
or $27,500. 

For general and factory overhead at 14%, on $150,000, the amount 
required was $21,000. But by going to $250,000 the likelihood is that 
the factory and general overhead expense would not increase very much, 
in dollars and cents. Let us assume it would go to $25,000, which 
would make it 10%. 

For selling, you formerly figured 10% in general, but you stated that 
that was really not correct, in that the sales expense on your fire doors 
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was a good deal higher than on the sliding-door hardware. Since your 
men in the branch offices operate on a salary basis, anything that in- 
creases the volume of sales on the same salary tends to decrease the 
percentage of selling cost. On that basis, it would appear that, on a 
volume of $250,000, 7%, or $17,500, for sales expense would be a rea- 
sonable figure. In connection with the appointment of local sales agents, 
some of whom will be jobbers and who will simply purchase the mer- 
chandise from you at the regular trade discount, on their business, your 
selling expense would be very little. The $17,500 would certainly cover 
the field sales manager, the factory man who covers New York and 
Pennsylvania, and the proportion of the salaries of your branch office 
men that you deem fair to assign to the sliding-door hardware line. 

The advertising amounts to $30,000, or approximately 12%. 

That would leave your net profit at 23%, which, however, on the 
increased volume of business, would amount to $57,500, as against your 
net profit of $37,500 on your smaller volume of business. The margin 
is so favorable that, even if there is a small discrepancy in some of these 
figures, the available net profit on the bigger volume would still compare 
favorably with the net profit figure that you are making on the basis 
of doing only $150,000. We can set the budget up, therefore, as follows: 


Bupcet or Costs aNp Prorit Basep on Quota oF $250,000 





Material sarcastic tee tein mae ae eee 37% $ 92,500 
Labor aie sen eoek one Acer oe eee II 27,500 
General and Factory Overhead...................... Io 25,000 
Selling ee getty cniiion tks satan een at ene 7 17,500 
AGVertising © cays. visi etek on cine Gente ee een 12 30,000 
INCESPrOlt@sc.0cs clececce cect cere an cei ee 23 57,500 

FE Otal Fi yastelacetetatece aio oneiae aime aeceera cee eee 100% $250,000 


Service Agreement and Service Fee 


The only thing in addition to that is our requirement of an annual 
service fee of $1,200, payable $100 per month for the service required 
in handling your account. Ordinarily, when consumer advertising is 
embodied in a plan, we handle the advertising on the basis of the 
commissions that we receive from the publishers. In this case, the 
amount of work required is so large in proportion to 15% of the trade 
and professional journal advertising, that we could not afford to handle 
the account on that basis alone. At the same time, so long as your 
problem requires this other kind of advertising more than it requires 
consumer advertising at this time, we are recommending these other 
advertising methods. But it is necessary for us to have a $1,200 service 
fee in order to be able to render you the kind of service required. 


RESUME OF BuDGET 


“rchitecttral ‘journal schedule, ss eae eae ae ate ee 695.6 
Sweet’s catalogs we as Cag SUI ca eam Cea SSE aaa pees 
Building and carpenter publications......................... 6,201.92 


Test newspaper advertising 


Estimated art and plate allowance for architects’ building publi- 
cations 
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Estimated art and plate allowance for newspaper advertisements 620.00 


7,500 architects’ and contractors’ file cards and envelopes...... 622.00 
Four issues each of 15,000 house organs and envelopes....... 2,768.00 
hradespaper schedule sats steer ee ls deadly nice: 4,828.93 
Estimated art and plate allowance for trade papers........... 675.00 
5,000 dealers sions™ ame eeme re cen, cree eer girth Wie) 2 a oe 1,405.00 
SO, OOO Cealenslolderssementitattr er em etn eae hee eae 657.00 
25,000, Obbergtoldersas ee eae ee en ee 529.00 
Hewacalesmen Sm pOrtl Glossy eee emer meee tee crn 100.00 

FE Ota Literacies ne ee eee Ree een oa telrlatichet, $23,840.81 
Allowance for catalog or manual..................00.++.-... 3,000.00 
Allowance for postage and miscellaneous..................2.- 2,000.00 
Service stce metre meer iar nat ae einen Ondo er ea iy Mae 1,200.00 

GRANDS OTAL ps ie ere eee oe re ate ae oes A ees $30,040.81 

Note 


All prices on printed matter and engravings in this plan are based 
on present costs. In case the quotations given by the printers 
or engravers are changed, we reserve the privilege to submit 
revised quotations. 


The executives of the Newell Hardware Company authorized 
the execution of the recommendations of the advertising agency. 
A campaign was launched at a meeting of the sales force of the 
company in April, 1926. 

The six-week test newspaper advertising was ordered for inser- 
tion to start on May 20 in Worcester, Providence, and Paw- 
tucket; on May 27 in Manchester and Portland; and on June 2 
in Hartford, New Haven, Pittsfield, and Springfield. It was ex- 
pected that this schedule of insertions would permit the salesmen 
of the company to visit all hardware retailers before the advertis- 
ing appeared. 

Few inquiries were received as a result of this campaign, and 
very little interest was shown in it by the retailers. No replace- 
ment business resulted so far as the executives could ascertain. 
The salesmen of the company were unable adequately to cover 
the cities in which the newspaper schedule was to appear. Al- 
though these salesmen were to use the campaign as a means of 
interesting new accounts, no new accounts were secured. 

During the first eight months of professional and trade-paper 
advertising, 1,117 inquiries were received, a majority of which 
came from contractors in all parts of the country. The inquiries 
were turned over to wholesalers and retailers to follow up. Only 
a few of the inquiries resulted in actual sales. According to 
reports from the salesmen, the retailers selling Newell hardware 
were enthusiastic over the advertising which the Newell Hard- 
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ware Company was carrying on. Although the sales of sliding- 
door hardware during the first eight months of the advertising 
increased 9% over sales in the same period of the preceding 
year, increased sales expense caused a decrease in net profit. 

In January, 1927, the executives of the Newell Hardware 
Company were faced with the problem of whether or not to con- 
tinue their advertising campaign. 


ComMMENTARY: ‘The sliding-door hardware of the Newell Hardware 
Company was suitable for advertising inasmuch as it had features 
making a strong appeal to selective motives. It is believed, however, 
that the advertising recommended was not in accordance with the 
practical needs of the company. 

The newspaper campaign to consumers in an attempt to stimulate 
consumer acceptance on new construction and replacement on existing 
structures was ill conceived. In any community there would be a lim- 
ited demand for such hardware at any time for new construction. 
Hence, advertising for use on new structures would not have had any 
very large comeback. Moreover, the likelihood of stimulating a replace- 
ment demand was small. The expense and the bother involved in sub- 
stituting a sliding door for a swinging door already installed was so 
large that few persons would be induced to make a change merely to 
get the convenience of a sliding door. Furthermore, a “test” campaign 
carried on in six cities appears to be a considerable test. 

As in the advertising of many other industrial products in which 
numerous individuals play a part in purchase, the company should 
have attempted to establish the superiority of its sliding-door hardware 
in the minds of those most influential in specifying purchase. Accord- 
ingly, promotional and selling efforts should have been directed prima- 
rily at the architect and contractor, with an attempt to secure coopera- 
tion in selling efforts on the part of wholesalers and retailers. Although 
a program was laid out to provide for the stimulation of these various 
factors in distribution, the expenditures were not in accordance with 
the practical needs of the company. The use of the carpenter publica- 
tion, the issuing of house organs, and the large schedules laid out in the 
various fields were open to question. The company should have adopted 
a schedule in selected leading publications going to architects and con- 
tractors, designed to build a reputation of superiority for Newell sliding 
hardware. In addition to this industrial paper advertising, it would 
have been well to provide such file information and engineering service 
to architects and contractors as would be likely to help them and lead 
them to specify Newell hardware. In the company’s advertising and in 
its engineering service, however, the garage market alone should not 
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have been stressed but the suitability of the product for use in the much 
larger and more important market of industrial building construction 
should have been established. 

Along with any advertising and promotional efforts, well directed and 
well coordinated personal selling efforts were necessary. These were 
apparently absent in the carrying out of the program that was under- 
taken. 


February, 1928 N. H. B. 


ELpDoN MANUFACTURING COMPANY* 
MANUFACTURER—JEWELRY BOXES 


Sates Promotion—Advertising to Consumers vs. Personal Sales Work With 
Retailers. The company wished to increase the sales of its jewelry 
boxes to retailers. It considered two plans: one called for an exten- 
sive national advertising campaign to consumers; the other called for 
educational work to be done among retail jewelers by the company’s 
salesmen, who would be given a special training course for that purpose, 


(1925) 


In the spring of 1925 the Eldon Manufacturing Company de- 
cided to attempt to increase its sales of jewelry boxes, but was 
undecided what advertising and selling methods would be most 
effective. 

The company was organized about 1880 to manufacture boxes 
to be used for the packing and display of jewelry and had grown 
steadily until it was one of the leading manufacturers in its field. 
As the company had expanded, it had introduced other lines of 
paper products, until in 1925 it had five manufacturing divisions: 
boxes, cases, and findings for jewelry; shipping and marking 
tags; gummed labels, wax, and other adhesives; crepe paper 
products; and special merchandise for holidays, such as seals, 
tags, and cards. The merchandise manager of the box division of 
the Eldon Manufacturing Company believed that it was not 
possible to produce finer jewelry boxes than those manufactured 
by the company. The retail prices of these boxes varied from 
3 cents, for machine-made boxes, to $5, for handmade cases. 

By means of national advertising, the name Eldon had become 
associated with all sorts of paper products, but, in the opinion 
of the merchandise manager, the emphasis placed by the adver- 
tising upon the company’s other products had led to a failure fully 
to develop sales of the jewelry boxes, and as a result many people 
did not know that the company had had years of experience in 
the manufacture of fine jewelry boxes. Some executives had 
concluded that the company could increase its sales and goodwill 
if it informed jewelers, to whom it sold directly, and the buying 
public of the fine workmanship of Eldon boxes. 





* Fictitious name. 
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The only advertising of its jewelry boxes that the company had 
done had been in a house organ, which it issued quarterly and 
distributed to 10,000 jewelers who were customers or prospective 
customers; in two trade magazines, Keystone, a monthly maga- 
zine, and Jewelers’ Circular, a weekly, in which it had taken a 
small space for over 20 years; and in programs at jewelers’ con- 
ventions. The cost of each issue of the house organ was approxi- 
mately $1,000, and the cost of the trade-paper advertising varied 
from $200 to $300 a year. The merchandise manager believed 
that this advertising had not been effective and consequently 
he did not advocate increasing the space used in these mediums. 
The company deemed it necessary to continue placing small ad- 
vertisements in these trade papers to keep the goodwill of re- 
tailers, who expected such a large manufacturer of jewelry boxes 
to advertise. The company’s competitors were thought to use the 
same mediums for similar reasons. To promote sales, the com- 
pany was considering two alternatives: a campaign of national 
advertising, and educational work conducted by salesmen and 
backed by the house organ sent to jewelers. 

The Eldon Manufacturing Company estimated that there were 
approximately 32,000 jewelers in the United States, of whom 
10,000 were good accounts; of these only 8,000 were its cus- 
tomers. The company rated retailers according to the size of 
their businesses and the quality of merchandise they carried. 
Tiffany & Company represented the highest rating, or 100; other 
jewelers were rated downwards. A majority of its 8,000 cus- 
tomers had ratings between 70 and 90; only a small percentage 
were rated from go to Ioo. 

The company had six important competitors who made jewelry 
boxes. While these manufacturers produced boxes of various 
qualities, Eldon boxes generally were believed to be superior. 
The Eldon Manufacturing Company made 25% of the total sales 
of jewelry boxes to retail jewelers; the six competitors made 
50% of the sales; and wholesalers made the remaining 25%. 
Wholesalers purchased jewelry boxes principally from European 
sources; their purchases from American manufacturers repre- 
sented only a negligible part of each manufacturer’s output. Since 
a few large jewelers, like Tiffany & Company, manufactured their 
own boxes and since most of the companies with ratings from 
go to 100 were so large that they could shop for their boxes and 
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obtain price concessions greater than those which the Eldon 
Manufacturing Company was willing to offer, the jewelers with 
credit ratings between 70 and go represented the group to which 
the company wished to increase its sales. 

Since the company received approximately the same margin of 
profit on the various lines of jewelry boxes, there was no one 
line on which it would put special sales effort. The company 
anticipated no production problems if it increased sales, provided 
the increase in sales of any one line was not too rapid. 

One sales executive believed that the most satisfactory way 
both to secure the retailers’ goodwill and to increase sales of 
jewelry boxes was through a national campaign of educational 
advertising. Such advertising would stress the desirability of 
having fine jewelry appear at its best by being placed in fine 
boxes. He proposed to set $50,000 as a minimum advertising 
appropriation to be expended each year for five years. This ap- 
propriation amounted to about 3% of sales of jewelry boxes 
in 1924. The advertising manager was convinced of the cumula- 
tive effectiveness of advertising. He recommended that the ap- 
propriation be used for advertising in the Ladies’ Home Journal, 
the Woman’s Home Companion, and Good Housekeeping, which 
were read almost entirely by women, rather than in the Saturday 
Evening Post, which had a mixed circulation. He would rely upon 
such a program to accomplish two objects: to lead consumers 
to demand fine boxes for their jewelry, and to influence retail 
jewelers to use more and better boxes and to buy these from the 
Eldon Manufacturing Company. Since jewelers included the cost 
of jewelry boxes as part of their selling expense and did not pass 
on the additional cost of better boxes to consumers, the company 
would have to overcome considerable sales resistance in order 
to achieve the second objective. 

The merchandise manager, on the other hand, favored the 
concentration of all efforts upon educating jewelers to the use 
of better boxes through sales promotion on the part of salesmen 
and by increasing the number of issues of the house organ from 
4 a year to 6. The company employed 350 salesmen, of whom 
150 sold jewelry boxes along with other products. Twenty-five 
salesmen sold only jewelry boxes to jewelers in large cities. The 
company needed a sales organization of 350 salesmen in order 
to sell the great variety of products that it manufactured; the 
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sales of jewelry boxes in the past had amounted to only one- 
eighth of the total sales. It seemed to the merchandise manager 
that these salesmen should be able to obtain larger orders for 
jewelry boxes without interfering with the sale of the other prod- 
ucts. In the past, about one-third of the space in the house organ 
had been devoted to Eldon products; the rest had been taken by 
a discussion of merchandising methods which would be helpful to 
jewelers. From time to time, however, the company had attempted 
to impress upon jewelers the value of the advantageous use and 
display of jewelry boxes. The following quotation from the 
house organ is representative of this type of advertising. 


ANOTHER JEWELER SELLS His PACKAGING 


The advertisement below shows what an Indianapolis jeweler 
thinks of his package. He realizes, and the comments of his cus- 
tomers prove the correctness of his theory, that a proper setting 
for the article is necessary. 

Now, having the proper setting does not always mean an expen- 
sive setting. It means that the box or case should be in keeping 
with the articles sold. Placing the inexpensive gold baby ring in a 
fine leather ring box is like filling the living room of a summer 
cottage with an overstuffed parlor suite. 

The little ring should go in a fine white paper box, which sym- 
bolizes quality quite as much in its way as the fine leather case. 
But, when the exceptional sale of the day is made, the expensive 
engagement ring, with a radiant diamond in a chased platinum 
setting, then jewelers like Mr. Sanderson have the proper fine 
velvet or leather case in which to place the ring. 

And the young lady appreciates it. She knows subconsciously a 
fine case when she sees one. 


Shall your gift be presented in a beautiful gift case, 
bearing that synonym for artistic elegance and guar- 
anty of quality—the name of J. C. Sanderson? 
A beautiful new store, new stock, new designs, and, 
best of all, the same modest prices that since 1884 
have attracted gift seekers from all parts of Indiana. 
Diamonds, Precious Gems, 
Watches, Silver 
J. C. SANDERSON 
Second Floor, Merchants Bank Bldg. 
Meridian and Washington 


The merchandise manager believed that the expense of selling 
jewelry boxes had been too high and was convinced that the sales- 
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men were capable of at least doubling their sales of these goods. 
In order to accomplish this end, he proposed that the company 
give the salesmen an intensive training course of probably a 
month’s duration. He estimated that the cost of this training 
would be lower than the proposed appropriation for national 
advertising. Although he admitted that a national campaign of 
educational advertising would do much to break down sales re- 
sistance and would assist salesmen materially in educating jewel- 
ers, he believed that a course of educational training for sales- 
men was fundamentally essential. He was convinced that an 
advertising campaign was not necessary. 


CoMMENTARY: The company should not have carried on a program 
of consumer advertising for its jewelry boxes. In the purchase of 
jewelry the box probably appears to the average purchaser as an inci- 
dental to his purchase. While it is true that he prefers to have his pur- 
chase well packaged, he has come to look upon the package as a part of 
the service given by the jeweler. Accordingly, the company had an in- 
definite objective and weak motives to which to appeal in advertising 
jewelry boxes to consumers. It is doubtful whether jewelers would have 
been friendly towards an attempt to persuade the public to demand 
high-grade boxes for which the jewelers had to pay. The company’s 
problem was one of showing jewelers wherein the use of attractive boxes 
might tend to strengthen patronage of customers. Such education could 
best be carried on through the company’s salesmen and through such 
a house organ as the company was publishing. 


February, 1928 N. H. B. 


MaANLty Etastic Company? 
MANUFACTURER—RUBBER WEBBING 


ADVERTISING—Use of Consumer Advertising for Fabricating Part. The 
company, a manufacturer of elastic goods and webbings, developed a 
special webbing to be used in the top of men’s trousers to hold the 
shirt and trousers in place. The company wished to sell the product 
primarily to manufacturers of men’s clothing. Upon the advice of an 
advertising agency, the company not only conducted an extensive cam- 
paign in trade papers but also advertised extensively to consumers 
and retailers, in order to create a demand that would influence the 
manufacturers to buy. This program proved unsatisfactory. 


(1926) 


In November, 1926, the executives of the Manly Elastic Com- 
pany considered revision of selling and advertising plans for the 
product ‘“Shirtsmooth,” a patented webbing. 

The Manly Elastic Company’s plants were located in New 
York City and Cleveland. Total annual sales from 1920 to 
1926 varied between $3,000,000 and $6,000,000. The principal 
products manufactured by the company were cotton and silk 
elastic goods and webbing of every description. The company 
sold most of its products directly to manufacturers. It had ad- 
vertised several of its products in trade papers prior to 1926, 
but had not used consumer advertising for any of them. 

In 1924 the idea was conceived of manufacturing cotton web- 
bing with strands of exposed rubber woven through it to be used 
in men’s trousers as the curtain, the strip of fabric that goes 
around the top of the trousers inside. The exposed rubber strands 
were to provide friction to keep the trousers and the shirt from 
slipping. Thus, such a fabric would serve to keep the shirt from 
working out and would tend to keep the trousers snug and neat 
at the waist. 

Such a product was finally devised and manufactured by the 
company under the registered name “Shirtsmooth.” Officers of 
the company and their friends who tried the product found it 
satisfactory. As Shirtsmooth could be used in every pair of 
trousers, there appeared to be a wide market for it. Besides 
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registering the trade name, the company also applied for general 
patents covering the product. The company was prepared to 
market Shirtsmooth in quantity early in 1926. 

In the years subsequent to 1920 the company had experienced 
extreme competition for its regular lines of products. Pro- 
duction capacity in the elastic webbing industry had been greatly 
expanded during the World War and in the period just subse- 
quent. After 1920, a limited demand for the company’s products 
had brought about a condition wherein the factories were not 
operating nearly to capacity. For several years the company 
had not been able to operate at a profit. Although in the latter 
part of 1925 the company was in a sound condition financially, 
the executives were especially desirous of building up a demand 
which would enable its factories to operate nearer capacity in 
order that it might show a profit for its stockholders. Executives 
desired, therefore, to introduce and secure wide distribution of 
Shirtsmooth as soon as possible in order to increase manufacturing 
operations. 

It was decided that the sales manager and six of the company’s 
eight salesmen should devote a large part of their time during the 
latter part of 1925 and during 1926 to the introduction of Shirt- 
smooth. The plan was to sell the product to the tailoring 
trade through wholesalers who covered the entire United States, 
and directly to manufacturers of clothing and sporting goods. 
Packages of Shirtsmooth containing enough to equip a single pair 
of trousers would be made available to consumers through retail 
clothing stores and department stores. The Shirtsmooth to be 
sold to consumers was narrower than that sold to tailors and 
clothing manufacturers and was meant to be sewed onto the 
trouser curtains ordinarily used, whereas the wider Shirtsmooth 
when used by manufacturers served as the curtain itself. Counter 
containers, containing a dozen or more packages of the narrow 
Shirtsmooth, were to be made available to the retail trade through 
wholesalers. The company’s main interest was in selling to 
clothing manufacturers, for therein rested a large volume of 
business, provided large clothing manufacturers adopted Shirt- 
smooth for inclusion in their clothing. 

The salesmen who first interviewed manufacturers reported 
that, although the manufacturers were interested in the product, 
they hesitated to adopt it because of the expense involved. It was 
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estimated that it would cost the clothing manufacturers from 
To cents to 15 cents more to equip one pair of trousers with 
Shirtsmooth than with the usual curtain. On total output this 
meant to clothing manufacturers a fairly large sum which they 
did not believe they could get back in prices charged to retailers. 
Several of the clothing manufacturers would have been more in- 
terested in the product if they could have secured the exclusive 
right to use it. The company, however, had decided not to limit 
its market by giving the exclusive right to use Shirtsmooth to any 
one clothing manufacturer. 

Although wholesalers were willing to handle the product, they 
showed no disposition aggressively to sell it to the tailoring trade 
or to retailers. The wholesalers reported that the tailoring trade 
and retailers did not readily purchase the product. 

An advertising agency, which was consulted late in 192 5 con- 
cerning marketing and advertising plans, after a study submitted 
the following recommendations: 


REPORT AND RECOMMENDATIONS OF THE AGENCY FOR 
MANLY SHIRTSMOOTH SALES AND ADVERTISING 





Introduction 

In the last decade many articles of human necessity have come to the 
fore that previously had experienced little or no distinction. By the 
discovery of some minor improvement, a new use, or refinement, par- 
ticular articles have been popularized by the masses. Their future suc- 
cess is assured until time brings pressure to bear on some now unknown 
displacing factor. Contemporary notable illustrations which have had 
an origin based on what was at first an insignificant detail are Fuller 
Brushes, Bradley Knit Wear, the Parker Pen, Jantzen Bathing Suits, 
B.V.D.’s, and Holeproof Hosiery. 

Hardware and department stores and the street peddler once pos- 
sessed a monopoly in the retail brush market. The Fuller Company 
had sufficient courage in its conviction that high-grade brushes could 
be made for specific purposes, and sold for these uses because they were 
able to do what no other brushes did and accomplish their work in a 
better way. Of course, Fuller brushes commanded a higher price. 
Waterman used to be synonymous with Fountain Pen. Today the 
Parker Pen has ridden to the front on a Scarlet Tanager Red, a com- 
fortable grip, and a generous ink capacity, and the Parker is the most 
expensive popular pen in the field. Jantzen Swimming Suits, B.V.D.’s, 
and Holeproof Hosiery owe their initial success to better fit, more com- 
fort and freedom, and an original style. Each of these three has from 
the start been sold at a higher price than people were accustomed to 
pay for some article serving a similar purpose. 
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The deduction from such successes as the foregoing is that a feature, 
no matter how seemingly trivial, if it eventually is recognized as adding 
to the enjoyment, convenience, or comfort of American daily life, will 
be unhesitatingly adopted along with the article possessing this desir- 
able feature. In this class we place Manly Shirtsmooth. It has the 
requisite distinctive usefulness for national acceptance. 


Some Similar Successes 

The only difference between the trade-marked articles just mentioned 
and Manly Shirtsmooth is that Shirtsmooth is not a whole unit in itself, 
but an attachment to a finished article now in use. Nevertheless, the 
analogy holds good because Shirtsmooth adds the touch of perfection 
and completeness to trousers, which have hitherto labored under the 
handicap of poor fit at the waistband. 

The men’s and boys’ clothing trade offers several illustrations of 
patented attachments which have been successful. Among them may 
be cited the Bartel Pocket, the Brown Method (adjustable waistband), 
’Conomy Muffler, Governor Fastener, Knitgrip Knicker, and Eagle 
Cap. 

Of these mentioned the Bartel Pocket represents the greatest com- 
mercial success, mainly due to the courage of its promoters to use con- 
sumer advertising in a national way, thus forcing manufacturers to 
adopt it. A patent invisible pleat inside the pocket prevents the pocket 
from sagging, no matter to what rough usage it is subjected, nor how 
much is put into it. 


Investigation Proves Two Things 


The investigation we have conducted at your request among manu- 
facturers, wholesalers, retailers, and consumers of men’s and boys’ 
clothing has proved two very definite things concerning Shirtsmooth— 


First: Its application to all kinds of trousers is quite practical of 
accomplishment and desirable from the wearer’s viewpoint. 

SECOND: The principal resistance will be encountered from the man- 
ufacturers and wholesalers, who will not add a patented 
feature to their present lines at an extra cost until forced 
to do so. 


There is nothing unusual about such a situation. It inevitably 
occurs with a new invention applicable to some article of standard use 
—whether its aim is to increase or enhance the convenience, comfort, 
security, safety, or appearance of the article to which it is to be 
applied. This conservatism of the established order always has to be 
encountered, even when the adoption of the new thing represents more 
progress and greater profits. 

You may look for a reasonable amount of cooperation from the 
retailer, who is always glad to secure an additional selling point, pro- 
vided its cost is negligible—or at least reasonable. As for the con- 
sumer, his resistance should not be hard to overcome. You are not 
engaged in the difficult work of changing any of his habits or customs, 
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but rather following the easier lines of adding to his comfort and neat- 
ness of appearance. Nevertheless, you can hope for no universal de- 
mand for Shirtsmooth until you have aligned both of these factors on 
your side—retailer and consumer. 

Our research has shown a marked interest in Shirtsmooth at first on 
the part of the manufacturer, speedily followed by apathy when he 
learns the cost—and the fact that he cannot secure the exclusive rights. 
It is hopeless to assume that he will take it up voluntarily and promote 
its use. 

His apathy, however, will change immediately he is given a practical 
demonstration of a demand from his customers—the retailers, who in 
turn will feel the pressure when exerted by their customers. 


The Market 


The United States Census Bureau figures indicate that the number of 
men’s and boys’ trousers manufactured this year will approximate 
50,000,000. This does not include custom-made clothing or the tailor- 
to-the-trade output—all of which may safely be computed at a figure 
equal to half the ready-mades. That gives us a total of 75 ,000,000— 
a figure we have carefully checked with authorities in the ready-to-wear 
and custom-made clothing trades. 

Granted that there are 75,000,000 pairs of trousers sold annually in 
this country, here is a tremendous potential market for Shirtsmooth. 
At least one yard of trouser curtaining is required per pair, and if 
Shirtsmooth becomes a part of the “Standard Equipment” you may 
look for a production of 75,000,000 yards. 

It is reasonable, however, to set a much more conservative objective. 
You would be satisfied if in the first year you could capture 7% of 
the market, which would call for 5,250,000 yards of Shirtsmooth. At 
10 cents a yard your sales would be $525,000. 

You have figured your manufacturing costs, raw material, and so 
forth, in the price of 10 cents but that leaves you nothing for adver- 
tising costs. Say you were to add 2 cents a yard for this purpose, this 
would give you an appropriation of $105,000—a fair figure, being 
16 2/3% of your sales. Some concerns allow 20% or more for the first 
year to establish a product. As the volume of production increases, 
naturally the ratio of advertising expense decreases. 

Having a monopoly on Shirtsmooth you are at liberty to fix your 
own price. It should be made as low as possible in order to create a 
minimum of resistance and open up the largest possible market, but you 
have no such restriction in dealing with high-grade merchant tailors and 
manufacturers where cost is not the principal consideration. A de luxe 
Shirtsmooth in such a case is quite a desirable thing. 


Trade Campaign Inadequate 

Upward of a month ago we recommended that you undertake an 
intensified campaign to the manufacturing and retail men’s and boys’ 
wear trade as the best means of establishing Shirtsmooth quickly with 
the trade. We still believe this course necessary, but our continued 
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investigation since then convinces us that a trade campaign will 
be inadequate to attain your present objective, namely, 5,250,000 
yards. This will call for the bold use of space in consumer publica- 
tions, the preparation of dealer helps, such as counter cards, folders, 
and so forth. 

Our investigation all tends to strengthen the conviction that you 
have a very real proposition which you must get behind with energy 
and aggressiveness if it is to be put over. 

The opportunity you have long desired is now presented in Shirt- 
smooth. It affords you the way of presenting an easily identified, trade- 
marked, exclusive Manly product to the trade and consumer. All this 
advertising effort will redound to the credit of your concern generally— 
will help establish your name with the public, and make more smooth 
the pathway for presenting other new Manly products from time to 
time—and can be made to help stimulate the sale of the whole present 
Manly line. 


Distribution and Trade Advertising 

Your biggest outlet will be through the men’s and boys’ ready-to- 
wear trade. This offers the best opportunity at present, and attention 
should be concentrated thereon. It will be possible, however, to de- 
velop your secondary market—the men’s custom tailors—at the same 
time and with very little additional cost. 

Through your present selling force, increased perhaps by the addition 
of several experienced men to be placed in the big ready-to-wear manu- 
facturing centers—Rochester, Baltimore, Chicago, Boston, and New 
York—you will start a drive for the sale of Shirtsmooth. 

Instead, however, of going to the manufacturers to sell them yard- 
age of Shirtsmooth, you will sell them your complete merchandising 
plan. You will be able to show them how it will be to their advantage 
to include Shirtsmooth in their new lines of clothing. You will show 
them a portfolio containing proofs of your advertising to trade and 
consumer, your folders, show cards, and so forth; in short, you will 
disclose your plans for creating an actual consumer demand. 

Your trade-paper advertising may be commenced at once. It is true 
that most of the manufacturers have opened their spring lines now, but 
the present practice of retail clothiers is to place only a small part of 
their requirements this far in advance of the season. They buy very 
close to the season. With rare exceptions, manufacturers do not make 
up stock in advance. They wait for actual orders to be placed. And 
then the retailers must wait until their goods are made up—usually 
just prior to the season’s opening, or, if the weather is unseasonable, 
some time after the opening. The retailers are averse to tying up their 
capital in stock months ahead of the season, as was their practice before 
postwar inflation upset many of the old merchandising customs. 

This changed condition works to your advantage. The time element 
does not figure as a factor. You may present Shirtsmooth to the trade 
whenever you are ready. 
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All of the trade advertising will be designed to acquaint manufac- 
turers and distributors with the fact that a revolution has occurred in 
men’s clothing, making for improved personal appearance and, conse- 
quently, more satisfied customers. It will carry a coupon, offering to 
send sufficient Shirtsmooth to equip one pair of trousers for ro cents or 
15 cents. Such inquiries should be encouraged from all branches of the 
trade during the present pioneering period. The idea is to get it into 
as many hands as possible. A nominal charge should be made for sam- 
ples for several reasons: 


First: It discourages those who act purely from idle curiosity. 


SECOND: It makes the inquirer attach more importance to the 
transaction. Having paid for the sample, he will want 
to put it to use. If it were free, he might not even take 
the trouble to apply it to a pair of trousers. 


Tuirp: It helps pay for the mailing, postage, material—and is 
good business. 


Free samples, however, should be sent to the list of 2,222 manufac- 
turers of men’s and boys’ clothing who are estimated to be worth $5,000 
or over. Reprints of your advertising should also be mailed. In fact, 
a regular follow-up campaign to keep them familiarized with all the 
developments is advisable. This would constitute an important part of © 
your sales work, for it is manifestly impossible for you to call personally 
and solicit the business of any but the larger, more important manu- 
facturers. Yet you want as large a percentage as possible to adopt 
Shirtsmooth. 

A similar course of action should be pursued with regard to the 
jobbers of tailors’ trimmings. Quite a large part of the new business 
you open up will doubtless be through the cooperation of these jobbers. 
They now supply the trouser curtaining used by all except the very 
large clothing manufacturers. One of these jobbers, for instance, tells 
us he sells from 6,000,000 to 7,000,000 yards annually. 


Trade Mediums 


You can illuminate the whole trade by concentrating in the Fair- 
child publications—the acknowledged leaders of the field. You would 
use the Daily News Record for your opening smash, followed by a con- 
sistent campaign in the Men’s Wear—Chicago Apparel Gazette 
throughout the year. 

The Daily News Record is a daily trade newspaper with 15,000 
circulation, of which 5,000 are the country’s most progressive and 
aggressive retailers of men’s and boys’ wear, and the other 10,000 are 
manufacturers and jobbers in these lines and related textile trades. 

Men’s Wear—Chicago Apparel Gazetie is a trade magazine published 
twice a month, having a circulation of 13,000 which gives complete 
coverage of the worth-while retailers. 

We recommend the following schedule for the trade papers: 
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Datty News ReEcorp 


1,505 lines (§ columns) 6 times at 20 cents a line...........$ 1,806.00 
Coon) (547 page) a So re “4S 20 | mt tee ee a OO00 


$ 2,766.00 
The foregoing advertising would run through November. 
similar schedule should be repeated next spring before the 
opening of the new season. 


Costgoferepeating saan wee ae eeiieseiacaie tate ste e eee eeeeees 2,766.00 
Rate holder to obtain lowest rate, 1 inch 303 times at 20 cents 

APTOS ceeis oe cee ie eee ee aoe Hea eee 848.40 

$ 6,380.40 


Men’s Wear—Cuicaco APPAREL GAZETTE 
Double-page spreads each issue for one year (24 


ASSUeS) Mi creraec rere sores carte tree ee $4,838.40 
Short rate saved by using old contract............ 360.00 4,478.40 
Notalaeere @ 8/5) ish olg ovaiere sila:aVe, ate aielore rs .o7e/e treats tere, eter cia eteicterete Tete $10,858.80 


Custom Tailoring Trade 


Coincident with your work to interest the manufacturing and retail 
trade in men’s and boys’ clothes, you will develop the men’s custom 
tailors. 

The high-class tailors can be reached through the Sartorial Art 
Journal and American Tailor and Cutter and the tailors’ own organ, 
the International Tailor, while the smaller neighborhood merchants can 
be appealed to through the Progressive Tailor, which is published semi- 
monthly by the big woolen combine—Detmer-Bruner-Mason. 

We recommend the following schedule: 


SARTORIAL ART JOURNAL AND AMERICAN TAILOR AND CUTTER 


9 pages, including semiannual issues in February and September, 
BUS DOOM seater acre cloves ee tena ha eae ee $ 540.00 


INTERNATIONAL TAILOR 
Io pages, 1 page in each of their issues, at $35..... ojo ies eje'e’s'se 1 350.00 


PROGRESSIVE TAILOR 
I page in each of their two issues, special position facing title 


Page cats S250 rec cce cincees tee Aen eleteerate elev Sievers 500.00 
LOtAL Ty siavecs's eis ora sare eaters Panos OARt aan oe een en eee $1,390.00 


You should also carry on a direct-mail campaign to the tailors, send- 
ing samples, folders, and reprints of advertisements—concentrating on 
the 2,774 tailors estimated to be worth $10,000 or over. This number 
should be supplemented by the 318 tailors-to-the-trade. 

It would seem advisable to utilize your poster advertising contract 
in New York, which has another year to run, for further effort on 
Shirtsmooth. This would strengthen your efforts in the New York 
market, add further weight to your trade and consumer campaigns, and 
put to a definite and valuable use space which has heretofore been 
devoted to your boxed goods line for lack of something definite to 
exploit. 
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Consumer Advertising 


In advertising Shirtsmooth to the consumer we must accomplish 
three things: 


1. Reach the largest number of men who could and would 
wear Shirtsmooth; 

2. Reach a proportionally large number of women who in- 
fluence the purchase of men’s and boys’ clothing; 

3. Exert an influence on the manufacturing and retailing 
trades. 


According to the government census there are 66,000,000 males in 
this country, all of whom, except about 10%, infants under three years, 
are prospective users of Shirtsmooth. There are then 60,000,000 per- 
sons who could use Shirtsmooth, but we are after only 7% of our pos- 
sible market at present, namely 4,200,000 males, who wear 5,250,000 
yards of trouser curtaining. 

In reaching this great market, we are confronted, first with the 
method of approach and, secondly, with a selection of the mediums 
through which this approach can best be made. The copy and pre- 
sentation must be educational, for both men and women, and yet 
we feel that purely educational copy alone will not suffice to secure 
worth-while results in one year’s time. 

In order to add to the educational side of our advertising and as a 
means of securing interest, conversational activity, and a desire to use 
Shirtsmooth, we recommend the use of a coupon in all consumer ad- 
vertising and the development of a sample offer (1 yard—enough for 
the ordinary pair of trousers) for ro cents. Considerable stress must 
be placed upon this coupon, in order to secure the largest possible 
number of returns, as each sample sent out will be the basis of mouth- 
to-mouth advertising and a strong stimulant to the otherwise educa- 
tional method of approach. 

In the selection of mediums we are confronted with two factors: 

1. Consumer interest and response; 

2. Influence on the manufacturer and the trade. 

We believe that more than one medium is necessary in order to 
combine to best possible advantage these two objectives. There is one 
medium which covers both quite satisfactorily—the Saturday Evening 
Post—and it is upon the use of this great weekly that our consumer 
campaign is based. 

This magazine, with its circulation of 2,500,000, touches the lives of, 
and wields a power with, no less than 10,000,000 people. Its readers 
are almost evenly divided with regard to sex. It gives us the con- 
centrated circulation we require—well distributed all over the country. 
It exerts great influence with the manufacturer and the trade, combin- 
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ing, as does no other medium, consumer and trade influence, both of 
which are essential to the success of Shirtsmooth. The use of a coupon 
in the Saturday Evening Post will secure some response from readers 
and add weight to manufacturer and trade pressure, but it will not, in 
our opinion, bring sufficient returns in this medium alone to provide the 
interest and activity necessary to the success of an emphasized coupon 
introduction. 

The Saturday Evening Post is made the basis of our campaign for 
its tremendous consumer and trade influence—and not as a mail-order 
medium. 

We recommend the following schedule in the Saturday Evening Post: 


BZ PAZES 0... cccccccncccccnscccscccenccccscesccceccccccces $22,500.00 
Qrhalie pages ets cielsiecteisie <1 Jose eee ece cere teccecees awe delet cite 47,500.00 
TO QUArter PAGES 2... reece cece een src ccc rsereseevesecscssecs 18,750.00 

Total. 0... cece ccc cn enc cec es ccc ccs ccscecccccreescccees $48,750.00 


The opening announcement should consist of a full page in January— 
followed by a second full page in February. We then advise dropping 
to a half page and quarters for the first half of the year. The cam- 
paign for this first half would be: 


NanUaryamcneererctevclete sister sic ale aislelsiete oletersieielcieicts sotelelereleior= I page 
February arccl cos oi ie sioaieloyoie eter eioloielate crelcte eitisiats teretarste e's 14 pages 
IMPArCh’ Sue Sicratevolet els areianeseuare e averereiveie olerere ova cinle’emtersterateteinrs 2 quarter pages 
(APTA ertessicisicteels hela: scicsinieie ca wia’s elelolelelortlearcisisis/elereioea.e 2 quarter pages 
IVD ayaa cett re ssteretenstesctel sissaie’oie\erorclcievers:akesieisie/eve ibis oralecere/oreyevere 2 quarter pages 


June and July being vacation months, it will not be necessary to 
advertise at that time. The advertising would be resumed late in 
August when the retailers begin to get ready for the new fall season. 
A quarter page would be run then, followed with large space again 
in September. The effort for the latter half of the year would be 
divided as follows: 


PUSUSEI Ns s vine s aie suseiee eialereiere die sree) soja aPavelee eres ateterersterste I quarter page 
Sepfemberscassars ecw srecothteccteveruein srevcrc eas wee tataemens meters 14 pages 

October kia ics weiss sais cio wietee wires oraive era Oe iste eeverate eterts 2 quarter pages 
November’. <.cs.s:s are sicsicis ole ster as ence eels saris neers I quarter page 
DECEMDET ata. Pareles stoleieiee secianeista is tre sinrers orca names I quarter page 


In addition to our combined effort for consumer and trade accept- 
ance in the Saturday Evening Post, we recognize the necessity of greater 
coupon return and the use of other magazines more adapted to this 
purpose. Here we enter the women’s field almost exclusively, as the 
use of coupons is the influence behind most comparable purchases for 
both men and boys. Shirtsmooth can be very largely introduced to 
men and boys through women—and the securing of requests for samples 
from women readers should not be difficult. In such cases, the women 
themselves could be prevailed upon to sew in Shirtsmooth, or turn it 
over to the neighborhood tailor. Thus talk is started, a trial secured, 
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and, granted actual merit, which of course we take for granted, accep- 
tance and cooperation are much more quickly and freely obtained. 

In the selection of mediums in the women’s field, it seems wise to 
use a limited number of proved worth. After careful study, we have 
selected three: Good Housekeeping, with a circulation of 1,150,967; 
Ladies’ Home Journal, with a circulation of 2,385,403; and Woman's 
Home Companion, with a circulation of 1,902,091, giving a total circu- 
lation of 5,438,461. In these three magazines we recommend the use 
of single columns, with the coupon strongly emphasized, for the follow- 
ing schedule: 


Ladies’ Home Journal—1 column, 1 insertion................ $ 2,250.00 
Good Housekeeping—xz column, 1 insertion.................. 1,275.00 
Woman’s Home Companion—1 column, 1 insertion............ 1,900.00 
: : y ; $ 5,425.00 
Four insertions, during the months of March, April, May, and 
SEDLEMDEP MALE POsA a Smee eee eee ee eee ore eas LUD LE $21,700.00 
Summary 


Summarizing the costs for the entire campaign, we submit the follow- 
ing recommendation for appropriation and procedure: 


PETaACemac VETUSin gabe sneak Str s see sah ote ae OE eet $10,858.80 
Cusiom@tallorneadvertisincmerm ace ae ere ete ee ee ee 1,390.00 
Consimereadvercising mee ae eee hee en 70,450.00 
Dealer helps, folders and direct-mail effort (approximate allow- 
INCE) Bieretele ciacolaia¥onstelert (suststeres air sieiste soe eS 9,700.00 
Art work, plates, etc. (approximate allowance).............. 6,000.00 
Olah ga. aes ess ceeds ies oe ee Letetn ee eee $98,398.80 


We have sketched here briefly the possibilities for Shirtsmooth 
and how to create acceptance and demand through the use of ad- 
vertising. Frankly, the success of your new product is contingent upon 
such an advertising effort, plus selling effort. With the help of ad- 
vertising, Shirtsmooth can secure acceptance on the part of the con- 
sumer, the retailer, the jobber, and the manufacturer. Without ad- 
vertising, it will never get far, will probably never even get started; 
or if it were to start, it would die out within a season, as so many other 
things have done that lacked sustained promotion. 

This advertising, of course, must be supported by your selling effort. 
Your sales force must be “sold” on Shirtsmooth before it can sell 
Shirtsmooth to the distributing trades. Your portfolio of advertising 
work will do more than anything else to arouse the salesmen’s en- 
thusiasm. You will then have selling and advertising hitched in double 
harness—working to increase the volume of production for Shirtsmooth. 


The officers of the Manly Elastic Company ordered the agency 
to start the advertising to the trade but hesitated to adopt the 
broad advertising campaign outlined by the agency because of 
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the uncertainty of success. It was pointed out at the time that 
although practically everyone needed Shirtsmooth in his trousers, 
nevertheless it was an “unthought of” need, and considerable 
educational advertising would be necessary to make men realize 
their need for Shirtsmooth. While deliberating whether or not 
to adopt the advertising plans, the executives received the follow- 
ing letter from the agency in January, 1926. 


Manly Elastic Company 
Gentlemen: 

You will recall that in December you instructed us to proceed with 
the trade advertising and direct-mail work for Shirtsmooth and at the 
same time to prepare the plates for the Saturday Evening Post, but not 
to reserve space pending the receipt of definite instructions from you. 

All this work has now been finished. The major effort has been 
concentrated in the first six months, for this we regard as the crucial 
period in the introduction of Shirtsmooth to trade and consumer. All 
the preliminary work has been completed to see this advertising through 
the first half of the year—art work, plates, composition, and so forth. 

Reviewing the situation, we find that it is just a little over one month 
since the first advertising announcement was made to the trade in be- 
half of Shirtsmooth. During this month a great deal of activity has 
been created, many inquiries have been received, and the campaign is 
quite well advanced—as far as we could reasonably hope to expect in 
such a short time. We have an educational process to go through in 
bringing all the factors of the trade to the realization of what Shirt- 
smooth is and to break down the resistance there naturally would arise 
against it. We figured right along that this educational work would 
be used as a lever to start swinging the trade around to Shirtsmooth, 
relying however upon the Saturday Evening Post for our main effort 
with both trade and consumer. Frankly, we believe you will never 
obtain your objective unless the original plan of using the Saturday 
Evening Post is adhered to—that is, unless you have sufficient convic- 
tion in the merits of Shirtsmooth to go to the consumer with a strong 
campaign in its behalf. 

The trade is interested, and you are getting a great many nibbles, 
but it is quite certain that you will never land any of the big ready-to- 
wear clothing manufacturers until they have real evidence that you 
are going to the consuming public with your story on Shirtsmooth. 

We are still of the opinion expressed in our recommendations to you 
that “your biggest outlet will be through the men’s and boys’ ready-to- 
wear trade.” Now these manufacturers are independent and they wish 
to maintain their independence. They do not want anything or any- 
body to interfere with their present methods of running business, nor 
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do they wish to add something to the cost of production which they 
have already figured to meet their competitor’s price. But they are 
forced to give a respectful hearing to anything that you have to sell 
them if you can go out and, speaking in the vernacular, “holler loud 
enough about it.” 

Your advertising and selling force are doing this. They are getting 
the Shirtsmooth story before the proper audience. All factors in the 
trade now know about Shirtsmooth. You are slowly selling them on 
why they should accept Shirtsmooth. We never believed you could 
accomplish this task in a month. 

Why, if you were selling $5 gold pieces for a nickel, you would have 
a hard fight on your hands. You wouldn’t find buyers getting excited 
and storming at your doors for the gold pieces unless you first got ex- 
cited yourself and set out to tell the world about it. Everything that 
has happened since this work commenced has strengthened our con- 
viction on two points: 

F ee Shirtsmooth is a good product and will do all that is claimed 

or it; 

SEconp—That Shirtsmooth is destined to be a great success, and will be 

adopted universally. 

But everything depends on your attitude. You must show the ut- 
most confidence in your product and an unflinching determination to 
put it over. If you do not deviate from your policy, you will enjoy 
the satisfaction of making the success that Shirtsmooth deserves. This 
means you must carry through your vigorous, bold campaign as 
planned, waiting patiently while your forces of advertising and selling 
are slowly but surely bringing your objective into clearer view. 

In conclusion we cannot urge too strongly that you give a release for 
the Saturday Evening Post advertising, so that it may be commenced 
before it is too late in the spring. This was originally intended to 
have a strong effect on the manufacturers, who are making up their 
lines for the new season. You, therefore, will not be simply losing 
valuable time by further delay, but may jeopardize the success of 
Shirtsmooth for the whole year. Very truly yours, 

President. 


The officers of the Manly Elastic Company finally decided to 
adopt, with minor changes, the advertising plan submitted by 
the agency. The advertisements to the trade, which, as noted 
above, had begun in December, 1925, had a uniform type of 
layout, carried illustrations of the product, of its use, and in 
the text described it. The advertisements did not carry coupons, 
although the last paragraph of each suggested that a trial reel 
containing 12 yards of Shirtsmooth be ordered. The following 
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excerpt from one of the trade advertisements is illustrative of the 
appeals made in the trade campaign: 

Clothiers have waited years for some device to make trousers 
fit at the waist—neatly, comfortably, snugly. And now the prob- 
lem is solved by Shirtsmooth. 

Shirtsmooth does away with that annoying unsightly shirt 
bulging out at the waist. It works equally well if worn with 
suspenders or belt. It makes a man always look neatly dressed; 
always feel at ease mentally. He enjoys real dress comfort. 

Manufacturers of men’s and boys’ clothes who have tried Shirt- 
smooth are enthusiastic about it. Merchants, buyers, and sales- 
men welcome Shirtsmooth as the latest ally in their “Dress Well 
and Succeed” campaign. 

Shirtsmooth gives you and your sales force a new selling point. 
It will help you sell more clothes to more people. It will win and 
hold customers’ goodwill. 

National advertising of Shirtsmooth has started and will sub- 
stantially increase its popularity. This demand will be reflected 
through your customers. Be ready for them by ordering Shirt- 
smooth now. 

Your manufacturer will put Shirtsmooth in your new line if you 
ask for it. But first try it yourself. We will gladly send you, 
free of cost, a sample large enough to equip a pair of trousers. 
Made in all staple colors—white, pearl, buff, slate, and black. 

Shirtsmooth is easily sewn onto the trouser curtain where it grips 
and clings—gently yet firmly—to the wearer’s shirt. It will not 
stretch. Neither will it bind the wearer nor mar his clothes. 
Always and everlastingly it “Keeps Shirts Smooth and Trousers 
Snug.” 


Some of the headlines that appeared in the trade-paper adver- 
tising were: “Shirtsmooth Satisfies the Manufacturer,” “Retailers 
Approve Shirtsmooth,” “All Your Customers Need Shirtsmooth,” 
“Shirtsmooth Will Sell More Suits.” 

The advertisements appearing in the consumer publications 
had various illustrations showing men with shirts bulging at the 
waist; some of them were in street clothes, others in dress clothes, 
and others in sport clothes. Small insert illustrations indicated 
that trousers equipped with Shirtsmooth gave a neat, snug ap- 
pearance to the clothing. None of the consumer advertisements 
carried headlines below the illustrations. A typical advertise- 
ment illustrated a man in street clothing with shirt bulging at 
the waist; it had the following text: 
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He doesn’t know how unsightly he is—around the waist. And 
without a thought, he will hitch up his trousers and tuck in his 
shirt. Like many men he has made it a habit. 

You may not notice the bulging shirt around your waist. You 
may prevent its getting as bad as this by continually hitching up 
and tucking in. But you probably have noticed how uncomfort- 
able it is, and have simply put up with the nuisance. 

Shirtsmooth—the new trousers curtain (the strip of fabric that 
goes around the top of the trousers, inside) does away with this 
annoyance. It grips and clings comfortably, whether you wear 
suspenders or belt. It keeps shirts smooth and trousers snug. 

Shirtsmooth insures neatness and comfort for all men in all walks 
of life. Ask for it in your next suit, and have your tailor or 
clothier put it in the clothes you are wearing. If they cannot 
supply you, send 50 cents for a 42-inch piece. 


Advertisements inserted in Good Housekeeping featured the 
use of Shirtsmooth for boys’ clothing. 

Portfolios containing samples of Shirtsmooth and illustrating 
the advertising campaign planned for the trade and for consumers 
were prepared and given to the salesmen, who used them in their 
solicitation of manufacturers, wholesalers, and retailers. 

Special intensive test campaigns conducted under the guidance 
of two salesmen were used in an attempt to introduce Shirtsmooth 
in Rochester, New York; Providence, Rhode Island; and Knox- 
ville, Tennessee. Demonstrations were given by the salesmen 
in the windows of leading men’s stores. Fifteen hundred lines of 
newspaper advertising were run prior to and during the period of 
demonstration in these cities. Window and counter displays 
were set up through cooperation with retailers. The leading re- 
tailers in each city were induced to stock about $20 worth of 
Shirtsmooth. In Providence and Rochester these stocks were 
sold during and after the demonstrations, but no appreciable re- 
peat sales followed. Practically no sales, however, resulted from 
the demonstrations and advertising in Knoxville, Tennessee. It 
was impossible to decide whether or not permanent results had 
been secured from the intensive campaigns in these cities. 

During the spring of 1926, two graduate students made a sur- 
vey concerning Shirtsmooth among consumers, tailors, and stores 
selling men’s furnishings, as the basis of a school thesis. Al- 
though this survey was limited primarily to the Boston territory, 
numerous interesting points were brought out, some of which 
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were contrary to the results secured during the initial survey by 
the agency. 
Parts of the report of the investigation appear below: 


Introduction: 

The purpose of this report is to set forth a selling and advertising 
plan for the successful marketing of Shirtsmooth, a new patented prod- 
uct manufactured by the Manly Elastic Company. To aid in deciding 
the distribution policy and sales plans, an investigation was made to 
determine: 


. The extent of the market 

. The uses of the product 

. The strong features of the product 

. The weaknesses of the product 

. The probability of success of different sales promotional methods 


mB WN 


The report will cover: 
I. The procedure of making the three questionnaire studies, 
covering: 
1. Consumers 
2. Tailors 
3. Clothing store buyers 


II. The results of each questionnaire study 
III. A summary of all the data obtained 
IV. Conclusions that lead to the formulation of selling and ad- 
vertising plans 
V. The recommended plan will be followed by a brief criticism 
of the company’s present methods of developing the sales of 
Shirtsmooth and a criticism of specific advertisements 
I. THE MECHANICS OF THE INVESTIGATION 
In general. All answers were obtained by means of a personal 
interview. The importance of getting correct impressions of opinions 
made the sending of questionnaires by mail impracticable. Care was 
taken to register the exact answers and not to influence the answers in 
any way whatever. 


1. The Consumer Investigation 


Answers were obtained from 97 consumers, distributed geographically 
as follows: 


BoOSton, © ated VICINIEY S sco ae cfois oi creists ous, s eps lcrs. a 0:0) sfeleolers etre seasereze foxel pisieereiete 93 
ORO. oe ieiow. po.wterdce's Sal bie ware kot ele bre Wel om Ba Gara alee ble users sielete acumen coreraye mere 20 
IN GW Vir ss ech ote sate e er atene tre ie core ote reer reer e ooh aierate Met aneeaierare 2 
OCehere. i ReTPe cece Sereutenerelnsae, conto iar cher aen SPSL O NeTee TARAS ELC oR eT Toe 2 
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Both small towns and larger cities were included in the survey. For 


example, the 73 returns from Boston and vicinity are from seven towns 
other than Boston. 


The consumers interviewed are classified into occupational groups as 
follows: 


Number Percentage 





Store managers (small SLOTES) Me sk se trees Store 20 20.6 
BLUMEN Se iCOlCee) Eo cect ake. eee amen. 8 P-L 17 17.5 
Crenicoliworkciau, creed. oe cre eee 15 15.5 
Evotessional Omen yan eires cick ee or ek eee II II.3 
Sa lecIneD ae Ge Perea See ts canbe Cer, oe 9 9.3 
LODOTES Ee ee etek ete, ee 9 9.3 
ESeCUUVeS Sesh crc eee ee oe te ee eee 6 6.2 
Betail #salesMen Wow woes es ee ee 5 5.1 
Armysand Navy officers’ oG..Jo%.. ik cetera cence 2 2.06 
Dent; laborers (barbers, etc.) .c. 02:4... atk. 2 2.06 
PALMETS gree cries RTO re oe NE er eee ay I 1.08 

Lo tal Seetcacimra emer cmc er eee Mics Orem knoe a 97 I00.0 


An endeavor was made to get as wide a distribution among different 
classes of consumers (as represented by their occupation) as possible, 
so that results might reflect what is true of the average man. The 
large number of store managers is justified on the basis that they man- 
age small stores and therefore probably have incomes which are repre- 
sentative of the average man. A considerable proportion of the cleri- 
cal workers are bank employees. Only a few laborers were interviewed 
because laborers do not provide a fertile field for the sale of an article 
to improve personal appearance and neatness. As for students, the 
weighting given to their answers (17.5%) is not considered unduly 
large in proportion to the total potential market for a product such as 
Shirtsmooth, which is designed to improve personal appearance. 

The returns classify themselves into age groups as follows: 


Number 
RU le lg Zoey Cats ator. tats cates series van ween RONEN ek 3 
OS OM recreated vols Nolet si evese¥aisva ote’ ohcisioisis enero eect ia Tee 45 
SORA OMe Veiraiel iris oiele njeleieielciaialstelel silo ects ite hii iota ene me 23 
AOTS Ompetein,obeccwwnersie teers vials ainie/e wel searoee cisinee e hehehe ee 16 
SOMANC SOV CUM ce ieiaee ie site areal aeons cae nid Aa teak A Io 
Total siren ere meses; or ten: we eee ate Tt eh Nae 97 


This selection was purely accidental, as no attempt was made to 
secure a definite number of answers within definite age groups. 

The investigation was intended to be only a help, not a final author- 
ity. Limitations in time and money did not permit an exhaustive 
survey the results of which could be taken at their full value. Since 
indications, not final conclusions, were sought, this survey should be 
sufficiently comprehensive and accurate. 
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2. Tailor Investigation 

Twenty-one neighborhood tailors were interviewed. By volume of 
trade these tailors are grouped as follows, according to estimates made 
by the interviewers: 


Large ...cccccccccccvccccscccccscsccsccccsccs 2 
Mediums ccc + cias oe se clos slays a os ste sierere sinieleiersl sisters a 
Smalls mete < c.ciei ce sisters aielsiavera eeieie'ernisls! Neleierereistaiens 16 

ET otal oeysreiniere cle overetetelovetclekatelare s/s eiele cle aleteretetei are 21 

According to class of trade these tailors show the following grouping: 

Fig hing race meant tctettetetetersicteleretetaereretele clalsieleretettetst-t 5 
IMedivmienera lemme tiers stercterstsiere + olelele selelatee etetaleieters r2 
Lows Gradeipne son eistere ners qailelsisale cis slelerersistelsnerere 4 

Total hin aateladoaletapuaiet eins sa crarenerere eters 2I 


Of the 21 tailors, 18 interviewed do custom tailoring as well as 
pressing and repairing. 

Since the selection of the different sizes and classes of tailors was 
made quite at random, the results should be indicative of the condi- 
tions surrounding the average neighborhood tailor. Neighborhood 
tailors are in close contact with consumers and for this reason should 
be able to give particularly valuable information on any product used 
in men’s clothes. Furthermore, the Manly Elastic Company attempted 
to obtain initial distribution through this kind of tailors; so their 
opinion should be worth while. 

All tailors interviewed except one are located in the vicinity of 
Boston. Four of the 21 handle Shirtsmooth. Of the remaining 17, 
eight have had the product brought to their attention but did not buy 
any of it. 

3. Clothing Store Investigation 

Seven retail clothing stores were visited and a clothing buyer or floor 
manager interviewed in each to ascertain: 

1. Whether the product is now being handled by the store; and 

if so, if it is being pushed aggressively; 

2. What clothing buyers and salesmen think of Shirtsmooth; 

3. Means by which the product can be effectively distributed 

through retail clothing establishments; 

4. Weaknesses that are inherent in the product and in the method 

of sales promotion. 


It is apparent that these cover varying classes of trade and may be 
considered typical of the larger communities. 
Conclusions to Section I: 


The investigation covered 97 consumers, 21 tailors, and 7 clothing 
store buyers and salesmen. We believe that the field study was suf- 
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ficiently comprehensive to obtain valuable information, some of which 
is essential before a selling and advertising plan can be devised. Ex- 
hibit 1 shows the questions asked the consumer and Exhibit 2 shows 
the tailor questionnaire. The types of questions asked the clothing store 
buyers were modeled after the tailor study, but many others were in- 
serted as opportunity and necessity arose. 


EXHIBIT I 
SHIRTSMOOTH CoNSUMER QUESTIONNAIRE 


1. Do you wear suspenders or a belt? 
2. Do you buy custom-made or ready-made____clothing? 
3- In what sports do you participate? 


Golf Billiards 
Tennis Horseshoe pitching 
Bowling Horseback riding 


4. When playing any of these games, does your shirt tend to work out? 
. To what extent does this bother you? 
Considerably_______—__—Liittle Not at all 
6. When wearing business clothes or when you are at work, are you 
troubled by having your shirt work up? 
7. To what extent does this bother you? 
Considerably Littles 2 = Not at all 
8. How much would you be willing to pay your tailor to sew a rubber 
curtain in the waistband of your trousers and avoid this difficulty? 
25 cents 50 cents, $1.00___$1.50 Notatall 
9. If you could buy your clothing fitted with this product would you 
prefer it? 
In Knickers 
White ducks 
Street clothes 
Dress clothes 
10. How much more would you be willing to pay? 
In Knickers 
White ducks 
Street clothes 
Dress clothes 
11. Do you see any objections to the use of the product? 
12. Remarks: 


wn 























Name Age 
CCUG AtICU ee eet ee ere ee ee et ee 
Cityeeeie ne ee ee tate Date 


Physical appearance: Stout Medium Thin 
eee Peer Eee Ee 
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EXHIBIT 2 
SHIRTSMOOTH TAILOR QUESTIONNAIRE 
eae oom 
1. Has this product ever been brought to your attention? 
2. If so, did you buy any of it? 
Why? 
If tailor does not handle: 
3. To what extent have you had complaints from your customers 
concerning their shirts’ working loose? 
Considerable Few 
If tailor handles product: 
4. Do you try to induce your customers to have it put in the waist- 
band of their trousers? 
. How much do you charge? 
a) Is this enough to give you a satisfactory profit? 
. What favorable comments have you heard? 
. What complaints have you had? 
. What do you think of the product for 
Knickers 
White ducks 
Street clothes 
Dress clothes 
g. What objections do you see for this product? 
10. Remarks: 
Name 
Size of store 
Kinds of work done 
Date 


None 











cosy on 


Address 
Class of trade 




















II. INFORMATION ACQUIRED BY THE INVESTIGATION 


1. From Consumer Investigation 


A tabulation of the answers to the consumer questionnaires brings 
out many interesting facts. In the first place, there seems to be no 
important difference in their opinion of Shirtsmooth between those who 
wear custom-made clothing and those who wear ready-made clothing. 
That the market is as good in one group as in the other is proved by 
the answers to Questions 2 and g, as given in Table r. 


TABLE I 


“If you could buy your clothing fitted with this product, would you prefer 
it in street clothes?” 


Yes No 
Those who wear only custom-made clothing.............. 407 30% 
Those who wear only ready-made clothing................ 74 26 


‘Those« who: wear: botlive ens see ecie ecioreslaie-lelesies alata 62 38 
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No tabulations were made under this question for sport and dress 
clothes because of the large number of consumers who do not wear 
such. Everyone wears street clothes. 

Of the consumers interviewed: 

29 wear only custom-made clothing 
52 wear only ready-made clothing 
16 wear both custom-made and ready-made clothing 

The fact that the percentage of consumers who said they would 
prefer to have Shirtsmooth in the business clothing they purchase is 
practically the same in each of the three groups indicates that the 
market is not limited to ready-made clothing or to custom-made cloth- 
ing. There is relatively as much of a potential market in one group 
as in the other. 

The next tabulation made was for the purpose of determining 
whether the potential demand is stronger for sport clothes than for 
street clothes. Of course it is realized that the amount of sport cloth- 
ing purchased each year is much less than the annual purchases of 
street clothing. The following tabulation (Table 2) was made for the 
purpose of determining the relative need for such a product as Shirt- 
smooth per man in sport clothes and in business clothes. The greater 
the need, the easier it is to introduce the product. 

By combining questions 3, 4, and 5, and questions 6 and 7, Table 2 
was worked out. 

TABLE 2 


“To what extent are you bothered by having your shirt work up?” 








When Participating When Wearing 
in Sports Business Clothes 
Number % Number %G 
33 40 28 28.9 
35 43 21 2020) 
14 17 48 49-5 
82 I0o 07 100.0 








The fact that only 17% said they were not bothered at all when 
participating in sports while 49.5% were not bothered at all when 
wearing business clothes indicates that there is a much greater need 
for Shirtsmooth in sport clothes than in business clothes or street 
clothes. It should also be noted that 40% were bothered consider- 
ably when participating in sports and only 28.9% when wearing busi- 
ness clothes. These results tend to prove that it would be easier to 
influence consumers to try out Shirtsmooth in their sport clothes than 
in their business or street clothes. 
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In an attempt to throw more light on this subject, the following 
tabulations (Tables 3 and 4) of questions 9 and ro were made. 


TABLE 3 
“If you could buy your clothing fitted with this product, would you prefer Tena 
ee eeeooeeeeeum 


Don’t Wear 
% Number 


10.6 28 
31.5 31 
° 


En Knickers: .....0+cecvcecieveces 
In white ducks.........sceesceee 
In street clothes.......--+.--+++++ 
In dress clothes. ......--eessseee> 





43. 2 29 


*No answers—12. 


TABLE 4 


“Blow much more would you be willing to pay?”* 





Don’t $x and , 
Wear| 25 Cents 50 Cents 75 Cents Over Nothing 
Num-|Num Nunm-| Num Num Num 





In knickers. ...... 28 2 Bu5 23 | 40.3 I 1.8 18 |. 3h20 13 22.8 
In white ducks. ...] 31 3 ee a3 24 I 2.5 13 24. 24 | 44-4 
In street clothes... ° 3 3.5 24 28.2 I xy 22 26.2 35 41 

In dress clothes....| 29 ° a 14 25 I ee 9 16. 32 57.1 





*No answers—1z2. 


The percentage figures in Tables 3 and 4 apply to the total number 
of those who do wear, not necessarily to the total number of consumers 
who answered the questions. For example, in Table 3 the figure 
89.4% means that 89.4% of those interviewed who wear knickers 
would prefer to have the knickers they buy fitted with Shirtsmooth. 
The figures in the “Don’t wear” columns were not included when fig- 
uring percentages. 

Table 3 bears out the conclusion drawn from Table 2, but with much 
less force. It indicates that practically everyone would prefer to 
have Shirtsmooth in knickers. It also shows that 73% said they would 
prefer to have it in street clothes, while Table 2 showed that 49.5% were 
not bothered at all by having their shirts work up when wearing street 
clothes. There is some inconsistency here, but it can be explained by 
the inclination of most persons to say “yes” when asked whether or not 
they would prefer anything. Question 9 is really a slightly “leading” 
question. 

Table 4 shows that many who would prefer to have Shirtsmooth in 
their clothing are not willing to pay anything for it. Of those who said 
they would pay “nothing,” the largest percentages apply to dress 
clothes, white ducks, and street clothes. Only 22.8% said they would 
pay “nothing” to have the product in the knickers they buy. The ex- 
planation of the fact that 44.4% said they would pay “nothing” to 
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have Shirtsmooth in white ducks is that the cost of a pair of white 
ducks is comparatively small. 

The figures for the amount that anyone would be willing to pay 
cannot be accepted at anywhere near their face value. Shirtsmooth is 
a new product. Consumers have no idea of its cost of production or 
of its market value. Many said they would be willing to pay what- 
ever it was worth or whatever amount would allow the retailer a fair 
profit. Those who gave estimates usually did so with a large amount 
of hesitancy. For these reasons, it is probable that the figures in 
Table 4 are not of much real value as actual figures. The relation 
between the different classes of clothing might, however, be of some 
value. 

The relation between the percentages in Table 3 indicates that the 
percentage of preference is strongest for knickers, second for street 
clothes, third for white ducks, and weakest for dress clothes. Table 4 
shows the same relationship between the different kinds of clothing, as 
is shown by the percentages in the columns headed “nothing.” The 
other figures in Table 4 mean little because each consumer who was 
willing to pay gave a price that he thought would be expected for the 
product. Very few had any idea of what they would actually be 
willing to pay. 

Tables 3 and 4, then, seem to indicate that the strongest need for 
Shirtsmooth lies in knickers. There is indication, also, that a good 
market might be developed for its use in street clothes. The weakest 
market appears to be in dress clothes, probably because of the use of 
suspenders. 

The next classification of consumers was into stout, medium, and 
thin. The purpose was to determine the relation between the physical 
characteristics of a man and his need for Shirtsmooth. For this pur- 
pose, the answers to questions 6 and 7 were used. If stout men need 
Shirtsmooth more than thin men, this fact should show up in the rela- 
tive extent to which they are bothered in their ordinary activities by 
having their shirts work up when wearing business clothes. 


TABLE 5 


“To what extent are you bothered by having your shirt work up when 
wearing business clothes?” 





Considerably Little Not at All 
Number % Number % Number % 
UOU Care roicieie itis vevarerenctior= 6 33 4 23 8 44 
Meditative aie eiciie ol sicster« 15 28 12 22 26 50 
ENT hele evans snaveecstens ss 6 23 7 27 13 50 


Table 5 indicates that there is little difference in the need for a 
product such as Shirtsmooth between stout men and thinner men. The 
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percentages of those who are not bothered at all are practically the 
same for all three groups. It should be observed, however, that the 
sample was rather too small to give results that could be taken as con- 
clusive, for the total number of stout men interviewed is only 18. For 
this reason the percentage in this table cannot be used as final proof 
that stout men are not bothered by having their shirts work up any 
more than thin men. 

The next step in analyzing the returns was to list all the objections 
and the frequency of each objection. The purpose of this is to show 
what consumers consider the weak points of Shirtsmooth. The com- 
pany can then undertake to overcome these objections by advertising, 
by more aggressive personal selling, or by changing the product 
slightly. Table 6 shows the reactions of consumers to Shirtsmooth. 
Some gave more than one objection, and therefore the total number of 
objections is larger than the total number of consumers interviewed. 


TABLE 6 





Objection Frequency 


1. No objection 68 


2. Wear out before trousers 
Will not last 
Not strong enough 
Rubber pull loose 

3. Rubber harden or rot with 
perspiration 
Rubber lose life 

4. Uncomfortable 
Bulky around waist 
Cause perspiration 


5. Stop circulation 
Might draw unnecessarily 
Pull shirt too much 


6. Suspicious of rubber 


II 


10 


Nee OO OS OS) Ona _—eee” 
oo 


Unhealthy to have rubber 3 
next to body 
4. Discolor or mark shirt 2 
8. Hand pressing will ruin rubber I 


Only 29.8% of the consumers saw any objection to the product at 
all. Most of the others said that it looked as if it would work, was a 
good idea, or something like that. Many said that they would not 
give an opinion until they had seen the thing worked out. 

The table itself needs little explanation. Objections which were 
practically the same were grouped as shown in the table, for the purpose 
of making comprehension more easy. 


2. From Tailor Investigation 
a) Those who handle Shirtsmooth 
Two of the four try to induce their customers to have Shirtsmooth 
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put in the waistbands of their trousers and two do not. One said he 
would not sell any of it to his customers because his son had tried it 
out and found it was no good. Only two have had any sales for the 
product. None of the four is pushing the sale of Shirtsmooth 
aggressively. 

Two tailors charge 75 cents; one would charge 75 cents if he sold 
any, and the fourth would charge 50 cents. Two said that 75 cents 
was enough to give a satisfactory profit, and one said that 7 5 cents was 
not sufficient. The fourth gave no answer. 

One tailor said that he had heard some favorable comments from 
his customers. No complaints about Shirtsmooth had been received 
by any of the tailors from their customers. 

Two of the four tailors said that the product was equally good for 
all kinds of men’s clothing. One said that it was all right for custom- 
made clothes. The fourth said it was no good for any kind of clothes. 

Outside of the above there were no objections to Shirtsmooth by 
these four tailors. One of them said that it “tested pretty good”—the 
rubber stayed in. 

These four tailors who handle the product were not anxious to 
talk about it. None of them seemed to think that Shirtsmooth is a 
wonderful thing. 


6) Those who do not handle Shirtsmooth 


There are 17 tailors in this group. Eight have had the product 
brought to their attention; the chief reasons for not buying any of it 
were that they did not think it would work, that they were afraid to 
take a chance on investing money in a new product, and that they 
could not sell it because customers would not ask for it. 

Three of the 17 tailors have had a few complaints from their cus- 
tomers concerning the working loose of shirts. The remaining 14 have 
had no complaints. 

Five said the product was good for all kinds of men’s clothes. Two 
said it was best for sport clothes. One said that it was good only in 
custom-made clothes. Six said that the product might be all right, 
that it might work; they said it looked all right but that they would 
like to see it tried out. Four tailors made the remark that the product 
was not practical, that it looked pretty good but would not work out 
well in practice. 

The chief objections to the product were: 


. The rubber would wear out or rot 

. Naphtha cleaning would ruin the rubber 

. Would make shirt dirty 

. Difficult to alter trousers with Shirtsmooth in them 
. Unhealthy to have rubber in clothes 

. Cannot work when driving an automobile 


Ankh W vo Hw 


Several of the tailors said that if the company got the “big fellows” 
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to handle Shirtsmooth, then the small tailors would take it up; the 
place to get it started is in the big stores that can afford to push the 
product. Even those who conceded the merits of the product would not 
be willing to buy any of it until they saw that it was being used con- 
siderably. The small tailors handle what people ask for. They do 
not like to take up new things because of the risk involved. 


3. From Clothing Store Investigation 

Since there were so few buyers interviewed, a discussion of the in- 
dividual investigations will give an intimate picture of the situation 
and set forth the different points of view. 

The manager of one company, an old, reputable, and high-grade 
clothing house, was very much interested in Shirtsmooth, although he 
had never seen or heard of it before. He considered it a practical 
accessory for men’s clothing and saw its greatest use in sport clothes 
and boys’ clothing. There is little use for Shirtsmooth in their men’s 
clothes because they at present use some small attachments which ef- 
fectively keep the shirt from working out. Besides patented arrange- 
ments, they secure the shirt to the trousers by buttons. The manager 
also stated that, as far as his shop was concerned, Shirtsmooth had a 
wide use in boys’ clothing because the mothers were interested in hav- 
ing their children look neat, and because many styles and novelties 
could be effectively started through this channel. He did not like the 
idea of sewing Shirtsmooth in, but suggested, rather, that it be put 
in with snappers. He saw no objections other than that the rubber 
might deteriorate under perspiration. 

The manager of the men’s clothing department of another shop 
catering to an exclusive clientele had never seen Shirtsmooth before but 
was interested in it. He considered that its widest application would 
be in sport clothes but that it would have limited use in street clothes. 
He thought that it would not be advisable for a retail clothing store to 
carry Shirtsmooth until it was better known to the public, and while 
he admitted the probable merits of the product, he was passive as far 
as the application to his trade was concerned. 

He suggested that the best way to get something of this nature 
started was to encourage the recognized style leaders in each com- 
munity to wear it. This number would include the clubmen of Boston 
and perhaps some of the better dressed men of Harvard College. 
Emulation would prompt others to purchase Shirtsmooth. 

The interview with the manager of the clothing department of the 
Clarke Clothing Company, a store which sells low-medium and med- 
ium-priced men’s wear and has been carrying Shirtsmooth for some 
time, was particularly fortunate. The manager stated that some had 
been sold, that there had been several calls for it, and that these calls 
had come as a result of the magazine advertising. This man was thor- 
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oughly convinced of the advantages of Shirtsmooth; he considered that 
there was a wide use for the product in all kinds of men’s clothing and 
that the problem was merely to educate the public in order that cloth- 
ing dealers would demand it from manufacturers. He had heard some 
favorable comments—one man had had it sewed in the cuffs of his golf 
knickers. He had heard no complaints. He thought that naphtha 
cleaning would probably limit the life of the rubber in Shirtsmooth. 

When asked what he considered a good method of sales promotion, 
he offered quite definite ideas. To educate the public, it would be 
necessary to do local newspaper advertising; his store would be willing 
to place Shirtsmooth insertions under the store name, but the expense 
of this space would have to be borne by the Manly Elastic Company. 
He further suggested that a sampling campaign would be effective. 
Let the Manly Elastic Company give to retailers a three to six months’ 
supply on the condition that the clothing store would put Shirtsmooth 
in every pair of trousers going out of the store. Customers would get 
in the habit of wearing Shirtsmooth and, if they liked it, would demand 
it in their next suits. He thought that such a sampling campaign 
would be rather inexpensive as a method of getting people to wearing 
and talking about the product. 

A floor manager at a large, medium-grade clothing house was inter- 
viewed and stated that the store had some Shirtsmooth but was not 
pushing it because the product was still in the experimental stages and 
could not, as yet, be fully recommended by the store. Employees of 
the store are trying it. No calls have been received for Shirtsmooth, 
but it has been priced at 50 cents. This price is not sufficient to yield 
any profit, but it is carried as a service feature. It has been shown in 
the window, but there has been no advertising in the newspapers. The 
store considers that Shirtsmooth has a use only in knickers and white 
ducks. This man sees no objections except that it might be better to 
button Shirtsmooth into the waistband instead of sewing it in because 
linen knickers are washed frequently and washing might injure the 
rubber. He thought that an educational campaign to consumers would 
be necessary before they could be induced to ask for Shirtsmooth and 
to accept it. 

The first man seen at a department store having a large men’s wear 
department was a floor man and, though the store had Shirtsmooth 
and he was familiar with it, he could see no use for it This interview 
was unsatisfactory because the floor manager’s time was taken up by 
the salesmen and he was unwilling to talk at length A buyer was 
also interviewed and gave more concrete data The store had received 
no calls for Shirtsmooth but would charge 50 cents for putting it in. 
After close questioning he admitted that there might be some use 
for Shirtsmooth. The store, though, would not push it, and it was up 
to the manufacturer to get it started. 
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The buyer in the men’s clothing department of a store catering to 
college trade was acquainted with Shirtsmooth and thought that its 
use was largely limited to knickers and white ducks. He intends to 
order some as an experiment in his next shipment of knickers, but 
his spring order was placed before the product was brought to his atten- 
tion. This shop does some custom tailoring, but it would not charge 
anything for Shirtsmooth in a custom-made suit. The department does 
not carry the accessory in its tailoring shop. The manager thinks that 
the best way to get Shirtsmooth started is to introduce it to young men. 

The manager of the clothing department of a large specialty store 
stated that he had seen Shirtsmooth but did not think that his class of 
trade would take to it, because of its novelty features. He saw a use 
for Shirtsmooth, especially in sport clothes and clothes of medium and 
low prices. He emphasized that the high-class trade seldom accepted 
novelties and innovations. 

It is fair to add that the interviewer also called on a medium-price 
men’s wear store, but as no floor man or buyer was present, and as 
the two salesmen had never seen or heard of Shirtsmooth before, no 
information could be obtained. Also, an interview with the manager 
of a small clothing store in Cambridge gave no information, because 
the manager had never heard of Shirtsmooth and really did not know 
what its application to his merchandise was, since the central manage- 
ment of the store, which was one of a chain catering to college trade, 
determined most of his policies and work. 


III. SumMARY OF THE INFORMATION OBTAINED FROM 
THE INVESTIGATION 


1. Consumer Investigation 


The greatest need and consequently the best potential market for 
Shirtsmooth among men is in sport clothing, especially in knickers. 
There probably would be a large demand for Shirtsmooth in white 
ducks at a nominal charge, such as 25 cents extra. The potential 
market for Shirtsmooth for use in business clothes is limited by the 
fact that only 50% of the men are bothered at all by having their shirts 
work up when wearing such clothing. In dress clothes the need, or 
potential demand, for Shirtsmooth is so small as to be almost negligible. 

The market is equally strong in custom-made clothing and ready- 
made clothing. The return on the questionnaires also indicated that 
there was no relation between the stoutness or slimness of a man and 
his need for a product which would keep his shirt from working up. 

A majority of the consumers interviewed gave no objections to the 
product. Of the objections received, however, the most common ones 
were the following, in order of frequency: 
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1. The product would not stand up well under use 

. The rubber would harden, rot, or lose its life when continually exposed 
to perspiration 

. It would cause bodily discomfort to have Shirtsmooth in one’s trousers 

. It would retard circulation and pull too much 

. Some men are suspicious of rubber around the body 

. Shirtsmooth would discolor or mark the shirt 


wo» 


Aun Ww 


No conclusions were drawn from the questionnaires as to the proper 
price for Shirtsmooth because of the inconsistency shown by the answers 
in regard to price and because of the inability and unwillingess of the 
ordinary consumer to state what price he would be willing to pay for a 
product he has never seen before. 


2. Tailor Investigation 


The tailors who handle Shirtsmooth are not pushing it aggressively. 
They have sold very little of it. The reason given is that consumers 
do not ask for it. It appears that tailors are an ineffectual channel 
through which to obtain initial distribution. 

Forty-five per cent of the tailors who do not handle Shirtsmooth 
have had the product brought to their attention. The chief reason for 
not purchasing was that they were afraid to take up an unknown 
product for which there was no consumer demand. The consensus of 
opinion of all the tailors interviewed was that the company would have 
to persuade the large clothing stores to introduce Shirtsmooth and 
develop a demand for it before the small tailors would handle it. 

Most of the tailors were noncommittal regarding the merits and 
weaknesses of Shirtsmooth. They reserve their opinions until the prod- 
uct has been tried out and its success or failure made certain. The most 
frequent objection was that the rubber would wear out or lose its life. 
Other objections were that naphtha cleaning would ruin the rubber, 
that Shirtsmooth would make the shirt dirty, that it would be difficult 
to alter trousers equipped with Shirtsmooth, that it is unhealthy to have 
rubber in clothing, and that Shirtsmooth cannot work when one is 
driving an automobile. 


3. Clothing Store Investigation . 

Shirtsmooth has its widest use in men’s sport clothes and boys’ 
clothing, but a good method of installing the product has not yet 
been developed. It is doubtful if the rubber curtain will wear as long 
as the trousers. It will be necessary for the company to introduce 
Shirtsmooth to the consumer before many retail clothing stores will 
actively push it. There is considerable doubt of the practicability 
of Shirtsmooth. One suggested plan of introducing the product is by 
the use of a local newspaper advertising campaign supplemented by 
sampling, especially to better-class men. 

There were, of course, some differences of opinion. One buyer thought 
Shirtsmooth had a wide application in all types of clothing for all types 
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of men. Another considered its use limited to low- and medium-priced 
clothing. A third considered it a novelty or fad. 


The specialty salesmen and the advertising during the early 
part of 1926 had created considerable interest in Shirtsmooth 
among small manufacturers of knickers and sporting goods. One 
of the manufacturers offered it, at his showing of 1927 merchan- 
dise, to customers without extra charge. Several of his smaller 
customers requested it, but two of his most important customers 
refused his offer and stated that they did not want it in any of the 
knickers or white duck trousers that they purchased. The manu- 
facturer explained to the Manly salesmen that these customers 
were afraid that their customers would object to rubber around 
the waistbands of their trousers. Another small manufacturer of 
trousers, who also offered Shirtsmooth to his customers at no 
charge, stated that all had requested it; he placed an order for 
20,000 yards of Shirtsmooth with the company. 

In the fall of 1926 a retailer who had become interested in 
Shirtsmooth requested a manufacturer to equip with Shirtsmooth 
all the suits which he purchased. The manufacturer, whose yearly 
sales were well over $10,000,000 in medium-grade suits, investi- 
gated Shirtsmooth, decided to have it placed in all the suits 
which he manufactured, and arranged with the Manly Elastic 
Company to purchase 800,000 yards of Shirtsmooth during 1927 
and 1928. The manufacturer stated that he had never seen Shirt- 
smooth advertised and had become acquainted with it through the 
retailer. He planned to stress Shirtsmooth in his advertising to 
the trade and in his selling as a new and desirable feature of his 
clothing. 

A statement of advertising expenditures upon Shirtsmooth from 
January 1, 1926, to November 1, 1926, is shown in Exhibit 3. 

In addition to the expenditures indicated in Exhibit 3 were the 
salaries, traveling expenses, and other incidental expenditures 
of salesmen, which were estimated to be approximately $15,000. 

Total sales of Shirtsmooth by the company up to November 1, 
1926, excepting the large contract mentioned above, which called 
for first deliveries in December, were approximately $35,000. 
This included sales to clothing manufacturers, to wholesalers of 
tailors’ supplies, and to manufacturers and distributors of 
athletic goods. In view of the amount spent for advertising and 
sales effort, the executives of the Manly Elastic Company con- 
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sidered these results unsatisfactory. They desired to increase 
sales as soon as possible to at least 5,000,000 yards a year, which 
would amount to about $500,000. On this basis satisfactory man- 
ufacturing profits could be secured. 

The question of a revision of advertising and selling plans for 
Shirtsmooth was brought forward by the executives of the com- 
pany in November. 


EXHIBIT 3 


MANty Etastic ComMPpaNy 


ADVERTISING EXPENDITURES TO INTRODUCE SHIRTSMOOTH, 
JANUARY I TO NOVEMBER 1, 1926 








EXPENDITURES THROUGH THE AGENCY 


PDITeCtMPIN aL Beye nere cil eR es whe trars ake RR) $14,895.00 
Cutstandtart workgerny. weraa.ne semen alan ik ies 9,114.00 
Commssionmony arte work ence eee ee een 1,291.00 
Saturday «Evening = Post) so..02. eee eee eee 35,750.00 
ES DOVE Vac eer ere cree eee A 2 MIME TOV, Atal ds eel 1,500.00 
Proeressiveg bailorac eo Uae e sae cine bo siete oe ieee 590.00 
Dry Goods Merchant Trade Journal .............. 1,294.00 
Dalya Newsm Record men ater seen ret eran ae 3,277.00 
iChicagowApparel (Gazetteuss ne. os. scce ee ten einen 3,024.00 
INational@hetail@@lothiers. eerie eras cee 1,950.00 
Goods Housekeeping meriyaite tees cine oee encircle 1,450.00 
Miscellaneous trade-paper and newspaper advertising 2,656.00 
Primi lta Cree arc east e eee ata ae mpeg ama et ae 1,575.00 
IP GrtiOliOsim ts cece vers ede cteneitctec ner ele came ie heats 1,023.00 
Miscellancousme cerca ete te tee ae et ete ote 300.00 
Commission on placements ..............20e0-00. 1,573.00 $81,262.00 


OTHER SHIRTSMOOTH ADVERTISING 


Pealer-helpacmaterial aves bas ceteris core ayes $ 2,760.00 

Poster advertising contract in New York .......... 13,300.00 

WATIOUS TATRA OLlCMrs ci casters ersrstoiete: Se teaie lee alarevavsterrerseers 317.00 

Cartons baer: sisters eicleitersi sca cm sisve rer ls aiaresreecces ce 1,797.00 

IPOSLAR Cte We ecisttersiceis iene oe tithes chic iste oe ta elels 454.00 18,628.00 
Total advertising expenditures ...........0..e0ceceecccces $99,890.00 


ea 


ComMMENTARY: In this case we have an example of advertising to 
consumers and retailers as a means of inducing manufacturers to adopt 
a new type of fabricating material.2_ The company had some hopes of 
direct sale of Shirtsmooth through the retail trade but its interest 
in direct sale primarily was to make the product known to retailers 
and consumers as a means of leading’ clothing manufacturers to adopt it. 

The case presents an excellent example of overenthusiasm for a 
product on the part of its inventor and backers with consequent over- 





2See also Rubber Wire Company, page 482. 
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estimation of the demand that might be stimulated. In their en- 
thusiasm the executives of the Manly Elastic Company failed cor- 
rectly to appraise the need for the product and its marketing possi- 
bilities before proceeding on an expensive seHing and advertising 
program. The advertising agency likewise failed correctly to appraise 
the product and in its report heightened the enthusiasm of the Manly 
executives. That there was an overestimation of the need for the 
material is shown in the results of the questionnaire study of the grad- 
uate students, in the results of the test campaign carried on in two 
cities, and in the results of the large campaign. 

While we have found that manufacturers not infrequently resist 
adoption of new and improved fabricating materials or parts, on the 
whole they are not immune to improvements which might increase 
the salability of their products and they naturally attempt to esti- 
mate the consumers’ reaction to the new material or part. If the 
item appears likely to fill a real need on the part of the consumer 
and accordingly to make the product in which it is to be included better 
and more salable, the manufacturers are inclined to accept it fairly 
readily. The manufacturers, in this instance, apparently concluded 
that the need for a product such as Shirtsmooth was not great enough 
to arouse much enthusiasm among a large number of people. Accord- 
ingly, since inclusion of Shirtsmooth in clothing at an additional ex- 
pense was not likely to make clothing more salable, or, if omitted, less 
salable, it is easy to see why clothing manufacturers were not en- 
thusiastic about adopting the product. 

It appears sound to generalize by saying that in selling and ad- 
vertising a new fabricating material or part as a means of inducing its 
acceptance by manufacturers, the same principle applies that applies 
in all selling and advertising; namely, the product must meet a need 
of the consumer which can readily be stimulated into an active want 
if it is to be marketed successfully. Since the consumer need met by 
Shirtsmooth was of such little strength that consumers were not likely 
to become greatly interested in it, advertising to bring about its accept- 
ance by clothing manufacturers held little chance for success. 

In this particular case the largest need for the product and the 
most promising market was in the field of sport clothes. Even here, 
the expense involved in educating the public generally about the new 
product in order to force acceptance by manufacturers, as compared 
with the sales likely to result, made the adoption of general consumer 
advertising doubtful. 


February, 1928 IND H&B: 


HartLey Company’ 
MANUFACTURER—UMBRELLA FRAMES 
ADVERTISING—Use of Consumer Advertising for Fabricating Part. To in- 
crease the portion of its sales volume represented by sales of the high- 
grade umbrella frames that it sold under a trade name and on which 
its profit was relatively large, the company, which manufactured a 
variety of umbrella frames and allied items, decided to advertise the 
trade-marked frames to consumers. Because of style changes in um- 
brellas, the company later discontinued this advertising. When the 
company developed a new type of frame, however, it considered ad- 

vertising that to consumers. 
(1924-1927) 

The Hartley Company was established in Baltimore in 1886 to 
manufacture small brass castings and pressed-steel goods and 
novelties. As the business grew, production became more and 
more specialized until, in 1905, the company decided to manu- 
facture only umbrella frames, ribs, rods, runners, notches, caps, 
cane ferrules, and similar products. This decision proved to be a 
wise one, and in a few years the company became one of the five 
largest manufacturers of these products. The executives con- 
sidered advertising during the 1924 fall selling season the com- 
_pany’s high-grade umbrella frames bearing the trade name 
“Drylea” in national mediums in order to make the trade name 
popularly known and thereby to increase the sales of this special 
frame, on which there was more profit and less competition than 
on the untrade-marked frames. The company did not expect its 
advertising to increase the total sales of frames greatly. During 
1923 and the first part of 1924 competition had been keen; sales 
were made mostly on a price basis, and conditions in the umbrella 
frame business were, in general, considered unsatisfactory. 

There were about 100 manufacturers of umbrellas in the 
United States in 1924; only about 10 of these were large manu- 
facturers. Certain of the smaller manufacturers produced very 
cheap products and were not considered reliable. Umbrella manu- 
facturers did not make the frames they used but bought them 
from frame manufacturers, such as the Hartley Company. Most 
umbrella manufacturers were located in New York City, Balti- 
more, Philadelphia, and Lancaster, Pennsylvania. 


* Fictitious name. 
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One of the officers of the Hartley Company, acting as a sales- 
man, visited the leading umbrella companies at least twice a year. 
The peak sales periods each year were from July to November, 
and February to March. The better-grade frames were made and 
sold during the fall season and the cheaper grades during the 
spring season. Sales of the company in 1923 amounted to ap- 
proximately $1,200,000. 

Prior to 1924 the Hartley Company had manufactured 25-inch 
frames with 8 ribs for women’s umbrellas, 27-inch frames with 
7 or 8 ribs for men’s umbrellas, and a few 23-inch and 24-inch 
frames with 8 ribs for women’s umbrellas. There had been practi- 
cally no style element in frames, and during the dull season of 
April, May, and June, the factory force had made up regular 
frames for stock. The only style element existent in umbrellas 
had been in the cloth covering of the frame, and in the handle, 
which was not considered a part of the frame, but was a separate 
element in the assembly of umbrellas. The adoption of silk as a 
covering necessitated the use of a frame carefully made, because 
any rough edges at the joints would make small holes in the frail 
silk covering, even during shipment. To meet the demand for a 
fine-quality frame the Hartley Company had devised the Drylea 
frame of well-tempered steel, so carefully made that the frailest 
covering was not affected by rubbing against the joints. This 
frame was of the interlocking variety, with guards against shear- 
ing, which was likely to occur with the ordinary type of frame. 

Umbrella frames were sold in lots of a dozen; the price in 1924 
averaged $3 a dozen. The company received $3.50 a dozen, how- 
ever, for its Drylea frames. In 1923, Drylea frames constituted 
only 25% of the Hartley Company’s total sales of frames. All 
frames were guaranteed against defects, but no guaranty even on 
the Drylea frame was made against damage to the cover from the 
frame. The Drylea frame was protected by several patents cover- 
ing the company’s method of finishing the joints. 

In considering whether or not to advertise the Drylea frame 
to consumers, the executives of the Hartley Company could find 
little precedent. One small manufacturer of frames in New York 
had attempted general advertising but was said to have discon- 
tinued his advertising, after spending $30,000, because he 
believed it was not securing results commensurate with the expen- 
diture. The Fox Company, Limited, the largest English manufac- 
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turer of frames, on the other hand, had advertised its frames m 
Great Britain for many years and had built up consumer recogni- 
tion of its brand and retail cooperation in the sale of its product. 
According to reports made to the Hartley Company, if a customer 
in an English shop asked to be shown an umbrella but failed to 
specify a Fox frame or a Fox umbrella, the clerk frequently 
would show an umbrella with a Fox frame and explain before 
quoting the price that the umbrella had a Fox frame and was, 
therefore, a very fine umbrella. The English company, it was 
stated, was in so strong a position that it refused to sell its prod- 
uct to companies making cheap and unreliable umbrellas. 

The Hartley Company considered whether by advertising it 
could secure a standing in the American market somewhat similar 
to the position held by the Fox Company, Limited, in England. 
To crystallize the problem, the sales manager was asked to draw 
up an advertising and selling campaign. 

The sales manager of the Hartley Company believed that 
women purchased approximately 95% of all umbrellas sold and 
that, consequently, any advertising of Drylea frames should be 
directed toward them. The sales manager devised a plan calling 
for a campaign expenditure of $15,000, during the fall selling 
season of 1924, for quarter-page space in the Woman’s Home 
Companion and the Saturday Evening Post, and for small adver- 
tisements, one column by four inches deep, to be inserted in Phil- 
adelphia and New York City newspapers on rainy days. In addi- 
tion, the buyers for the umbrella departments in large stores 
throughout the country and the umbrella manufacturers were to 
be circularized with broadsides stressing the value of umbrellas 
with Drylea frames. Small advertisements in electrotype form, 
ready to be used in the newspapers, were to be offered free to all 
retail store buyers who desired them. The sales manager also 
planned in personal selling to stress to customers the advertising 
which the company was planning to do, and he hoped thereby to 
secure definite sales results from the advertising. 

Because the opinion existed that women seldom examined the 
inside of an umbrella before purchasing it, the executives of the 
company believed that the advertising should stress as central 
ideas of the campaign: “Look into the umbrella before purchas- 
ing” and “The importance of the quality of the ribs in an 
umbrella.” 
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Although the Hartley Company’s best frame had borne the 
trade name Drylea for several years, it had never carried a trade- 
mark because of the difficulty of placing a trade-mark of any sort 
on the frame. One of the officers of the company suggested that 
a white dot be placed on the metal handle near the release spring; 
another suggested a special tip for the ribs; and a third that a 
brass plate bearing the Drylea name be attached to one of the 
ribs. 

The executives of the company believed there were certain 
objections to the plans for advertising. If the advertising was 
successful in securing consumer recognition for Drylea frames, it 
was feared that unreliable umbrella manufacturers who used 
Drylea frames might produce cheap umbrellas which, when the 
fabric proved unsatisfactory, would bring Drylea frames and any 
competitors’ umbrellas equipped with Drylea frames into dis- 
repute. Confusion would result because the consumer would 
probably not differentiate between the frame trade name and the 
name of the umbrella. The important umbrella manufacturers 
who used Drylea frames extensively opposed the plans because 
of fear that the advertising would detract from their advertising 
and from additional advertising which they might undertake. In 
fact, it was argued that such advertising would harm rather than 
help them, because it would be assumed that all umbrellas made 
of Drylea frames would be of the same quality. In addition, 
numerous department stores followed the policy when possible of 
selling no trade-marked merchandise other than their own. 

The executives were not certain how large an expenditure might 
be required to popularize Drylea frames or to bring umbrella 
manufacturers to the point of purchasing them in preference to 
competing frames. The sales manager believed, however, that 
even if the advertising did not bring the company a greater share 
of the total business of the umbrella frame industry, a judicious 
expenditure in a trial campaign of $15,000 and active sales 
efforts might increase the proportion of Drylea sales to the com- 
pany’s total sales. If the major portion of the company’s business 
could be diverted to Drylea frames, the sales manager estimated 
that profits would thereby be increased $50,000 annually. 

The Hartley Company decided to spend $15,000 in a test cam- 
paign of advertising during 1924. A small brass name plate was 
prepared to be attached to one of the ribs. The advertising plan 
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finally decided upon was to use one-quarter page space in the 
Saturday Evening Post five times during the fall selling season, to 
run small advertisements in New York City and Philadelphia 
newspapers, to send broadsides to umbrella manufacturers and 
buyers of umbrellas in the larger department stores in New York 
City and Philadelphia, and to furnish retailers with electrotypes 
for use in local papers. The sales manager planned to devote a 
portion of his time to explaining to umbrella manufacturers the 
value to them of the advertising. 

The first three one-quarter page advertisements which appeared 
in the Saturday Evening Post stressed “A new way to buy your 
umbrellas,” “Look inside for proof of umbrella quality,” and 
“How to choose a gift umbrella.” The text of the last of the three 
advertisements was as follows: 

Buy more than a pretty handle and fine cloth . . . buy 
backbone. 
See that the umbrella has the improved, interfitting, sturdy 

Drylea Frame. 

Then pride yourself in your choice of a token that will live 
long in usefulness as well as beauty. 


You can recognize a genuine Drylea Frame by its narrow metal 
trade-mark, attached to one of the ribs inside. 


Tough Swedish Steel ribs . . . . simple, trouble-free joints 
. .. . Japanned twice . ... rustless brass swivels and notches 
. . swedged, brazed steel rods . . . . even copper-covered steel 


rib-binding wire. The Drylea is the only frame with these ad- 
vanced construction merits. 

Yes, umbrellas are good Christmas gifts—but umbrellas with 
Drylea Frames are surpassing. 


DRYLEA 
Hartley Company 


The following are samples of the text of the group of one 
column, four-inch deep illustrated advertisements which appeared 
in the New York City and Philadelphia newspapers over the 
Hartley Company’s name: 


Tue Last 


thing to wear out about an umbrella with a Drylea Frame is the 
frame. 
It’s a “quality” frame—that’s why! 
Next time ask for a Drylea Frame Umbrella. 
Look for the name 
Drylea on the rib, 
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DRYLEA 
SUPER FRAME 
Hartley Company 


DIVIDE 
the many longer years of service you get from an umbrella with 
a Drylea Frame into its price, and you'll be surprised at its 
economy. 
Next time ask for a Drylea Frame Umbrella. 
Look for the name 
Drylea on the rib. 
DRYLEA 
SUPER FRAME 
Hartley Company 


It’s Atways FAIR 
to remember that one shouldn’t expect other umbrellas to be as 
good as one with a Drylea Frame. 
Unbreakable, non-rustable ball and socket action joints are one 
feature that can’t be duplicated. 
Next time ask for a Drylea Frame Umbrella. 
Look for the name 
Drylea on the rib. 
DRYLEA 
SUPER FRAME 
Hartley Company 


Like A Goop FRIEND 
stormy weather is the test of umbrellas as well as friends. 
Choose your umbrella as you would your friends. 
You can always depend upon the umbrella with a Drylea Frame. 
Next time ask for a Drylea Frame Umbrella. 
Look for the name 
Drylea on the rib. 
DRYLEA 
SUPER FRAME 
Hartley Company 


The series of advertisements in electrotype form for distribu- 
tion to retailers had borders and devices with attention-gaining 
value. The following are examples of these advertisements: 


(The illustration pictured a large number of people 
in a rain storm with umbrellas) 
HicH QUALITY 
Umbrellas 
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Yet the prices are interestingly low! These umbrellas are not 
only handsome but are amazingly durable, because they have 
genuine Drylea Frames. 


DRYLEA FRAMES 
(Dealer’s Name) 


(The illustrations were a ruined umbrella in the upper left-hand 
corner of the advertisement and a fine looking umbrella in the 
lower right-hand corner.) 
WHICH 
Is 
Yours? 


Handsome handles and fine coverings are of no use if the frame 
of the umbrella is weak, easy to rust and to wreck. Our newest 
umbrellas have genuine Drylea Frames. They have the longest 


futures. 
DRYLEA FRAMES 
(Dealer’s Name) 


The campaign continued during the fall of 1924 until about 
$16,000 had been expended. The sale of Drylea frames increased 
from 25% of the company’s sales to 50% of its sales, even though 
umbrella manufacturers did not approve of the advertising plans. 
Total sales also improved about 10% over 1923, but much of this 
increase was attributed to the general improvement in business 
and to more aggressive sales efforts. Only 25 retailers requested 
electrotypes to run in their local newspapers. Umbrella manufac- 
turers became accustomed to ordering Drylea frames by name 
and associated the Drylea name with the one style of umbrella 
frame. The executives of the company were not convinced, how- 
ever, that the advertising per se had brought about the improve- 
ment in sales. 

Early in 1925 the company decided to discontinue the adver- 
tising plans because of style elements which had unexpectedly 
entered into the demand for frames. No longer were the 25-inch 
and 27-inch frames with 7 or 8 ribs popular. A large demand had 
arisen suddenly for frames with 12 to 16 ribs, 19 to 20 inches 
long. 

The popularity of Japanese parasols, which had been imported 
into this country in large quantities, the vogue of bobbed hair and 
small hats, and the convenience of an umbrella that could be 
packed in a suitcase were the reasons advanced for the sudden 
demand for the new type of umbrellas, 
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The management, realizing the trend toward a new style of 
frames, perfected a frame on which every piece of metal which 
had been exposed on the old-style frame was covered by a wood 
or composition material. The company secured orders on the new 
style of frame sufficiently large at fair prices to operate its plant 
at capacity. 

By December, 1926, however, competitors were producing the 
new-style frame in quantity, and price cutting appeared. The 
executives of the company considered at this time whether it 
would be advisable to start advertising a second time. 


ComMENTARY: It is believed that the Hartley Company was not 
justified in advertising its umbrella frames to consumers.?. The follow- 
ing considerations, it is true, might have indicated that advertising 
to the ultimate consumer would be helpful: (1) The Drylea frame 
was superior to many frames on the market. (2) The frame is such 
an important part of an umbrella and the variation in quality of frames 
used in umbrellas was wide enough possibly to have led consumers 
to discriminate in favor of umbrellas with Drylea frames, once they 
knew of their advantages. (3) As pointed out in other cases on the 
advertising of fabricating parts and materials, advertising a fabricat- 
ing part gives opportunity to retail salesmen to trade upon the recog- 
nition which has been gained for the part. (4) A temporary advantage 
might have been attained through the fact that manufacturers and re- 
tailers apparently are influenced frequently by the fact that an article 
is advertised to consumers; in this instance no other frame manufac- 
tured in the United States was thus individualized through advertising. 

On the other hand, umbrellas are articles of only sporadic purchase, 
involve a relatively small consumer investment, and lack appeal to 
strong selective buying motives which might lead to any high degree 
of discrimination on the part of the consumer. The company, although 
large in its field, was relatively small, and the volume of business which 
it had or which it might have stimulated was not sufficient to justify a 
very large advertising appropriation. In order to establish the merits 
of the frame as a means of bringing about a brand discrimination, a 
long campaign of considerable size would have been necessary. Since 
the buying motives and shopping habits of consumers would tend to 
operate against development of any substantial degree of discrimina- 
tion, even with a large advertising appropriation, it is believed that the 
company was not justified in undertaking such a campaign. 


February, 1928 N. H. B. 
?See also Rubber Wire Company, page 482, 





TIBsER Bopy Company’ (B) 
MANUFACTURER—BUS BODIES 


ADVERTISING—Use of Consumer Advertising for Fabricating Part. The 
company, a manufacturer of bodies for motor busses, advertised its 
product in trade papers for bus operating companies, although in most 
instances it sold its product, as a fabricating part, to bus manufacturers 
rather than to bus operators. The question of whether this advertis- 
ing should be continued was raised. 


(1926) 


The Tiber Body Company started to manufacture automobile 
bodies in Detroit in 1919. In 1923 the company experimented in 
designing and building a distinctive body for automobile busses, 
and in 1924 shifted manufacturing operations entirely to the 
building of bus bodies. While building bodies for pleasure cars 
the company never had advertised. Late in 1923, however, it 
started to advertise its bus bodies in trade papers which reached 
bus operating companies and electric railway companies, although 
not these companies but bus manufacturers were its customers for 
bus bodies. The advertising copy was intended to create an 
atmosphere of quality and distinction. In 1926 officials of the 
company deliberated as to whether to continue advertising, and, 
if so, how much to spend and what appeals to emphasize. 

Officials of the Tiber Body Company had had long experience 
in designing and building bodies for vehicles. This experience 
extended back to the building of horse-drawn vehicles. The offi- 
cials always had been associated with companies which made 
bodies of recognized quality. A few years prior to 1919 they had 
organized the Tiber Body Company and had constructed a 
modern factory to build automobile bodies. War operations had 
interfered, so that actual production did not start until 1919. One 
of the officials acted as the only salesman of the company. 

The company had transferred its operations from the building 
of bodies for pleasure cars to the building of bodies for busses 
in order to take advantage of the increasing demand for busses 
and in order to enter a field where it could individualize its 
product. Several companies making pleasure cars manufactured 


* Fictitious name. See also Tiber Body Company (A), page 69. 
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the bodies for those cars or were affiliated with body building 
companies. This had limited the market of the independent man- 
ufacturers of car bodies. 

Those automobile companies which did purchase bodies usually 
designed the bodies they wanted and submitted the designs to 
builders for bids on orders for a specified number of bodies. Al- 
though price was not always the determining factor in placing 
orders, the Tiber Body Company after 1920 had increasing diffi- 
culty in securing orders except at prices which allowed only a 
narrow margin of profit. Sales of the company, which had 
amounted to over $2,500,000 annually prior to 1921, dropped to 
$975,000 in 1921. In 1922 sales totaled $2,330,000, and in 1923 
sales totaled $1,855,000. The size of the company did not, in the 
executives’ opinion, allow it to make an appropriation for adver- 
tising in general national periodicals in an attempt to establish 
consumer recognition for Tiber bodies. 

In the bus transportation field in 1923 and 1924, conditions 
were unsettled; the use of busses had increased rapidly since 
1920, and by 1923 bus lines had been established in almost every 
section of the United States. The few manufacturers of bus 
bodies were unable to meet demands for deliveries. The leading 
manufacturers of chassis for busses were truck manufacturers who 
had had little experience in passenger body design. Bus bodies 
in general were of two types: the street car type, for city trans- 
portation, and the sedan, or parlor car, type for interurban trans- 
portation. There was little uniformity in designs or quality of the 
bus bodies which were being sold. Officials of the Tiber body 
Company believed that there was an opportunity for the company 
to enter the bus body field by developing a high-quality, comfort- 
able, and distinctive bus body of the sedan, or parlor car, type, 
the appearance of which would increase the salability of any 
truck chassis on which it was mounted. They also believed that 
improved bodies would increase the popularity of transportation 
by bus. 

After the company had designed and constructed a sample 
body for long-distance bus transportation, the sales official selected 
five truck manufacturing companies which he considered as 
leaders, and by personal interviews with executives succeeded in 
obtaining initial orders which equaled the 1923 total sales of 
bodies for pleasure cars. The company transferred manufactur- 
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ing operations entirely to bus bodies in 1924, with the exception 
of work on a few uncompleted contracts for bodies for pleasure 
cars. The bus bodies were sold to truck manufacturers at prices 
ranging between $2,500 and $3,500, the amount depending on the 
upholstery and interior finish ordered. The prices were somewhat 
higher than prices of bus bodies for similar service manufactured 
by competing companies. A few body building companies had a 
larger capacity than the Tiber Body Company, but those com- 
panies made street car type bus bodies as well as parlor car type. 
The Tiber Body Company had a capacity as large as, or larger 
than, any competitor specializing in parlor car type bodies. 

The new Tiber bus body had been exhibited at an electric rail- 
way convention in 1923. The cost of exhibiting and of placing a 
few full-page advertisements in trade papers in the latter part 
of 1923 amounted to $7,000. Advertising in 1924 had cost 
$14,400, and sales of bus bodies in that year had totaled $2,390,- 
ooo. Sales of pleasure car bodies on uncompleted contracts that 
year amounted to $280,000. The advertising in 1924 had con- 
sisted of full pages in trade papers for electric railway and bus 
operating companies. These advertisements emphasized the long 
experience of the company’s officials in body building, the quality 
and durable construction of Tiber bodies, and the fact that the 
company had secured large orders from well-known truck manu- 
facturers. 

In 1925 the advertising appropriation was increased to $17,000, 
and the appeals used were definitely those designed to create an 
impression or atmosphere of high quality and luxury associated 
with Tiber bodies. Comfort and convenience for passengers, 
luxury and beauty of interior appointment, pleasing exterior 
appearance, all were featured as points which would assist the 
bus operator in increasing his patronage. The advertising copy 
was prepared for the Tiber Body Company by a company which 
published technical and trade papers. The advertisements ap- 
peared in three periodicals. These three papers covered the bus 
operating field, the electric railways, and the steam railroads. Rep- 
resentatives of the publishing firm in consultation with officials 
of the Tiber Body Company had suggested the appeals for the 
company to use and had arranged all details of the advertising. 
The publishing firm charged the company its regular rates for 
space in its publications plus an additional charge for art work 
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and plates. The officials of the Tiber Body Company, after 
agreeing each year to the general advertising plans outlined by 
the publishing firm, had only to decide the amount the company 
should spend in advertising. 

The Tiber Body Company officials had no measure of the 
effectiveness of their advertising. They were of the opinion that 
the company would have secured the same sales total in 1924 and 
1925 if it had done no advertising, yet they favored continuance 
of advertising as a means of establishing a recognition of quality 
and a future independence of truck manufacturers. Representa- 
tives of the publishing firm pointed to the fact that there had 
been a 23% increase in sales of 1925 over 1924 as evidence of 
effective advertising. The publishing house, in 1926, recom- 
mended an increase in advertising appropriation and suggested 
three propositions. One, which did not call for a large increase 
in appropriation, proposed to continue full-page advertisements 
in the three papers at a space cost of $11,350, at a cost for art 
work and plates of $3,300, and at a cost for reprinting and mail- 
ing of reprints to a list of 3,300 bus operating companies of $950. 
Another plan proposed double-page black-and-white spreads at 
a space cost of $16,150, an art and plate cost of $3,460, and re- 
printing and mailing cost of $1,050. The third plan proposed 
full-page color inserts at a space cost of $16,150, art work and 
plates at $4,950, and reprinting, special paper, and mailing at 
$5,400. The appeals to bus operating companies of luxury and 
comfort as a means of increasing patronage were to be continued. 

The sales of the Tiber Body Company, in 1925, amounted to 
$2,950,000. The cost of the finished products amounted to 78.9% 
of sales, leaving a gross margin of 21.1%. Selling, administrative, 
and general overhead expenses of $204,000 amounted to 6.9% of 
sales, leaving an operating profit of 14.2% and a net profit of 
10.7%. The selling, administrative, and general expense total was 
made up as follows: 


Salaries of officers and clerical force 


ave! olefoleiole ciayateteletolelevelereleevete 130,240 
Mirectors; fees ele eet cae coasts cease hate cee teste meee ee : aes 
Advertising it ace Ate Ge ce reracce nec te ee ene een 17,000 
Exhibiting expenses cy... Aas sale sierslecesie sl ot ole es eee ee 14,230 
HBravelands entertainment wraracter sarceee see cisionte ceetscclen cece ae 12,380 
Corporate; takes (aie temeten cece cate tome e ee ceet cece Le 2,400 
Welephone sandy telegraph musesceceratnctiesie elec eelee ection ieee 7,500 
Ptationery -anG Office, SUPPLlEsiaa taclslctsleleleleialete eelele aie eerste 4,300 


Legal and professional services 
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Membership and subscriptions) ¢.¢.44....esssscedcecccdoosecce 640 
EOS ae OM ere ee SRR Ae te coe, oe tare aah 1,220 
Depreciation of furniture and fixtures ..................--.... I,950 
Repairsvand (maintenance ss 666 osate ste lect coats dol cc eal 210 
Cremippincuranceme sete teen one neater puke igs, nen 2,420 
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Ota Le meee eee ot nc area ee elt Ate ctu $204,000 


On the basis of sales in the first three months of 1926, the 
Tiber Body Company officials estimated that total sales in 1926 
would exceed $3,300,000. 

Three or four competitors of the Tiber Body Company were 
advertising with single-page or double-page spreads in the same 
publications used by the Tiber Body Company. Their appeals, 
in general, were: long experience in body building, employment 
of expert designers, durability of the body, appearance of the 
body, and general claims of leadership in the industry. 

By the end of 1925, three truck manufacturing companies prac- 
tically had adopted Tiber bodies as standard equipment for their 
busses. Two other truck companies which themselves manufac- 
tured bodies for their busses had placed large orders for Tiber 
bodies. The advantage to truck manufacturers of standardizing 
on one make of body was the assurance of uniform quality and 
of responsibility on the part of the builder. Purchasers of busses 
always came back to the truck manufacturer in case of defects 
or unsatisfactory service either of the truck chassis or body. Sev- 
eral trucking companies at first had equipped their chassis with 
bodies manufactured by the company that offered the best deliv- 
ery service or with bodies which had the seating capacity or de- 
sign requested by bus operating companies. During 1923 and 
1924 there had been little uniformity in seating capacity. Bus 
operating companies differed in their ideas of the most desirable 
capacity of busses. During 1925, however, manufacturers and 
operators began to accept certain capacities as standard for each 
type of bus. In the street car type, for example, the capacity most 
favored was 25 seating capacity, with room for 15 standing. 

The bodies manufactured by the Tiber Body Company were 
distinctive, and with minor changes could be mounted on the 
chassis of any leading truck manufacturers. Truck manufac- 
turers sometimes requested minor changes in the body appear- 
ance, but ordinarily they recognized the superior design of the 
Tiber standard body and purchased the bodies in the standard 
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type. Bodies could be ordered finished in different colors and 
furnished with different qualities of leather upholstery and in- 
terior finish. 

Some bus body manufacturers specialized in building custom- 
made bodies for bus operating companies which wished their bus 
designs to differ from those of others. Although the Tiber Body 
Company wished to maintain its bodies as distinctive and to have 
them identified with the company, it sometimes accepted orders 
for special body designs. In these instances it filled the first order 
on a cost-plus basis, then determined on a price at which it would 
fill further orders for the special body. The company did not 
encourage orders for special designs from bus operating com- 
panies. The officials believed the logical sales outlet for bus 
bodies was truck chassis manufacturers who purchased the bodies 
and resold them as part of assembled busses. The truck com- 
panies maintained branch sales and service offices in all principal 
cities and assumed the credit risk and installment financing com- 
mon in sales of busses to operating companies. 

The experiences of one truck manufacturing company are illus- 
trative of the difficulties resulting from lack of standardization by 
truck companies on one make of body. That truck company prior 
to 1925 had purchased bodies from five builders and had had 
various difficulties because of servicing the bodies and because 
of lack of uniformity in design. In one instance a street railway 
in placing an order for ten busses had insisted that the chassis be 
equipped with bodies manufactured by a body maker with whom 
the truck company never had dealt. The truck company pur- 
chased the bodies from that builder, but after a month’s operation 
the bodies proved to be frail. The truck company, in order to 
maintain its reputation, had to have the bodies repaired and 
rebuilt. It adopted a policy thereafter of standardizing on Tiber 
bodies as equipment for its chassis. The chassis made by the com- 
pany ranged in selling price from $5,500 to $7,000 and it sold the 
bus bodies mounted on chassis at prices ranging from $3,500 to 
$5,000. The truck company expected about a 25% profit on the 
bus bodies. 

Salesmen of this truck company used the reputation of the 
Tiber Body Company as a selling point for the chassis. They 
stated that the advertising by the Tiber Body Company fre- 
quently assisted in making sales of the Tiber body equipped 
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trucks. In a few instances, however, street railway companies 
had wanted bodies built by a company which also built street car 
equipment. In these instances the street railway companies had 
purchased only the chassis from the truck company and had 
ordered bodies directly from body manufacturers. In one in- 
stance, furthermore, the truck company had lost a large order for 
busses for an interurban electric railway because the president 
of a body company competing with the Tiber Body Company had 
visited the president of the electric railway and persuaded him to 
insist on the body which competed with the Tiber body. Since 
that truck company had adopted Tiber bodies as standard equip- 
ment and never had purchased from the competing body com- 
pany, it was unable to secure the order. 

Officials of the Tiber Body Company believed that the trend 
in bus operation was toward consolidation of small companies 
into large operating companies and toward extensive operation of 
busses by electric and steam railways. This trend might lead to 
more extensive recognition of advertised standard bus bodies as 
separate from chassis and to insistence by the operating com- 
panies upon their favorite bus bodies as equipment upon any 
chassis they might purchase, or it might lead to the habit on the 
part of large bus operating companies of specifying custom-made 
bodies. 


ComMENTARY: The chief issue involved in this case was whether 
the Tiber Body Company should use advertising in an attempt to 
build up a brand reputation for its product, a fabricating part, as a 
means of attracting and holding the patronage of bus manufacturers. 
Subsequent issues involved the strategy to be used in such a program. 

As a manufacturer of bodies for pleasure cars, the Tiber Body 
Company had been employed in a highly competitive, undiversified, 
and, accordingly, risky business. In changing to the new field of 
building bus bodies, the executives might well have expected eventually 
a development of the same competitive conditions that existed in the 
pleasure car field. On the other hand, by entering the business of 
building bus bodies in the early stages of bus transportation, the Tiber 
Body Company had an opportunity of helping to develop body build- 
ing and of individualizing its own product. By so doing it might 
hope to avoid extreme competition. At the time there was need for 
establishing- definite standards of quality in bus body building. Since 
the company was in a position to take advantage of these opportuni- 
ties of building a fine product, it was a question whether the force 
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of advertising could be used so to impress the name and qualities of 
the product upon the purchasers of busses that they would prefer busses 
with Tiber bodies. 

It is to be noted that in the early stages the advertising which was 
undertaken by the executives of this company probably had little or no 
effect in attracting business to the company. Orders were secured on 
the basis of the previous reputation of the company and the sales abil- 
ity of one of its executives. The advertising clearly was undertaken 
as a long-time sales force to help the company avoid the severe com- 
petition and the fluctuation of patronage that had characterized its ex- 
perience in the pleasure car field. 

The company’s problem primarily was to attract and hold the patron- 
age of bus manufacturers, although there also was opportunity to induce 
bus operators to specify Tiber bodies when purchasing busses. The 
case is similar to others involving the advertising of fabricating parts 
or materials to purchasers of the final products rather than only to 
the manufacturers who incorporate such products in their goods. The 
success of such programs seems to turn largely on the importance of 
the fabricating part in furnishing buying motives for the product in 
which it is to be incorporated.?, The body was such an important part 
of the bus in the eyes of bus transportation companies that superior 
qualities of the body undoubtedly furnished strong buying motives for 
the purchase of busses. Involved in the Tiber bus bodies were char- 
acteristics such as appearance, durability, and comfort, which could 
play an important part in attracting patronage to busses. Thus, the 
Tiber Body Company had opportunity to appeal to the bus operators 
on the strong motives of increasing sales or earning power, of depend- 
ability in quality and in use, and of durability. In so far as such 
efforts to individualize its bodies and to build a favorable reputation 
for them among bus users were successful, the company had a means 
of attracting and of holding the patronage of bus manufacturers, inas- 
much as the latter could use the reputation of Tiber bodies to increase 
the salability of their products. 

The cost of reaching the right prospects among bus operators through 
trade paper advertising involved a relatively small expenditure, about 
.6% of sales in 1924 and 1925. Moreover, the limited number of desir- 
able mediums going to purchasers of busses, those whom the company 
desired to influence, prevented the advertising expenditure from becom- 
ing large. 

No method of definitely evaluating such advertising of fabricating 
goods to consumers has been or probably can be devised. In this 
case, the fact that the fabricating part was of such large importance 
in the finished product and that the cost of the advertising was small 


?See Barbour Welting Company, 2 H.B.R. 176; Rubber Wire Company, page 
482; Manly Elastic Company, page 433; Hartley Company, page 465. 
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probably justified the company in its effort to individualize the product 
through the aid of advertising to bus operators. This advertising was 
merely a stratagem to furnish additional buying motives for bus manu- 
facturers to purchase Tiber bodies. Accompanying such an advertis- 
ing program would have to be sound designing and production and 
intelligent selling and service to the bus manufacturers. 

In its advertising to bus operators, the company was utilizing one 
of the strongest buying motives for industrial goods; namely, increase 
of sales or patronage and hence of earning power. Which advertising 
program the company should have undertaken in 1926 depended upon 
a more intimate study of the copy effects possible under each and a 
further study of competitors’ efforts than is possible from the state- 
ments contained in the case. The aim should have been adequately 
to present those appeals which would be most likely to impress and 
motivate bus buyers and bus manufacturers in the selection of Tiber 
bodies. 


July, 1926 N. H. B. 


RuBBER WIRE COMPANY’ 
MANUFACTURER—INSULATED WIRE 


ApDverRTIsSING—Use of Distributor Advertising for Fabricating Part. In 
advertising a small insulated cord which it manufactured for use with 
household and office electrical appliances and for extensions, the com- 
pany had to decide whether to direct its appeal to manufacturers of 
electrical appliances using the cord as a fabricating part, to electrical 
wholesalers, contractors, and retailers, or to users. The company 
decided to direct its advertising to distributors in an effort to secure 
the replacement business and to induce the distributors to influence the 
manufacturers to use its cord. 


(1926) 

The Rubber Wire Company, of New York, developed in 1921 
a type of flexible rubber insulation which had unusual wearing 
qualities. It would resist action from acids, oil, or water. The 
insulation was applicable to wires for three groups of uses. First, 
a field existed for portable cables in coal mines, quarries, and 
shipyards, in the contracting building field, and wherever flexible 
portable cables were necessary in connection with electrical ma- 
chines and apparatus. Second, a smaller insulated portable wire 
cord had an extensive field for use with small electrical tools and 
extension lamps in factories, machine shops, and repair shops, 
where the extension cord was subject to hard usage and frequent 
exposure to acids, oil, and water. Third, the company recognized 
an extensive field for small insulated cord to be used with house- 
hold and office appliances and extensions. 

From 1921 through 1925 the company had concentrated its 
advertising and sales efforts principally on portable cables and 
cords for industrial use in the first two fields. It had succeeded in 
establishing a reputation for its products in the industrial fields. 
In 1926 the company planned to advertise the rubber insulated 
cord for use on household and office appliances. The advertising 
manager deliberated as to whether to direct his advertising to 
manufacturers of electrical appliances, to electrical wholesalers, 
contractors, and retail stores, or to users of household and office 
appliances. 

The Rubber Wire Company for over 20 years had manufac- 
tured various types of insulated wire cord and cable. It had 

* Fictitious name. 
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developed several types of insulation for use under special condi- 
tions and to each type it had given a trade name which could be 
used in advertising. The rubber insulation developed in 1921 had 
many virtues which the usual braided cotton and hemp insulated 
wires did not have. The construction of the insulation was similar 
to that of a cord tire. The rubber covering of the wire was of a 
special compound which did not absorb water, did not kink, and 
was from four to ten times as durable as the average wire with 
braided insulation. The new insulation was not patentable. Imi- 
tations of the new wire appeared some months subsequent to its 
introduction by the Rubber Wire Company. The company named 
its new insulation “Rub-Wear” and it standardized its produc- 
tion of the insulation to three groups of wires and cables which it 
called ““Rub-Wear portable cable,” “Rub-Wear portable cord,” 
and “Rub-Wear appliance cord.” It manufactured Rub-Wear 
portable cable for use in mines and other industries using heavy 
cables, in 17 sizes for either 1, 2, 3, or 4 copper conductors; Rub- 
Wear portable cord for use in factories, machine shops, and 
repair shops in 5 sizes for either 2 or 3 conductors; and Rub- 
Wear appliance cord in 2 sizes of 2-conductor cord for use on 
household and office appliances and light extensions. 

The sales organization of the Rubber Wire Company consisted 
of the home office and five branch offices located in certain of the 
principal cities of the United States. The home office and the 
branches at Chicago and at San Francisco carried stocks; other 
branches did not. Branches sold the company’s products direct 
to central stations, to electrical wholesalers, and to a few large 
manufacturing companies. The company would sell its products 
to any electrical wholesalers, contractors, contractor-dealers, or 
consumers who wished to purchase. It protected electrical whole- 
salers, however, by offering them larger trade discounts than it 
offered to retailers. 

In the case of stock products, such as small portable cables and 
insulated cords, most of the sales were made through selected 
electrical wholesalers who agreed not to carry products competing 
with the Rubber Wire Company’s lines. The company granted 
to these special distributors an extra discount. About 40 of these 
special distributors, for example, purchased from the Chicago 
branch, and these distributors sold the company’s products to 
electrical contractors, contractor-dealers, and retail electrical 
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stores. These 4o distributors were so located as to cover practi- 
cally every city and town throughout the Middle West. The 
wholesale distributors, for the most part, were wholesale electrical 
supply firms, although in a few instances they were hardware 
wholesalers, machinery supply firms, and mine supply firms. In 
addition to selling through its own branches and wholesale dis- 
tributors, the Rubber Wire Company had seven manufacturers’ 
agents located in the more distant territories of the United States. 
These agents sold the company’s products on a commission basis 
to wholesalers, contractors, central stations, and to large manu- 
facturing companies. They usually sold two or more other allied 
types of products, such as transformers or switchboards. 

After the introduction of the new insulated rubber wire in 1921, 
the company first had directed its efforts to the sale of Rub-Wear 
portable cables. The principal market for these cables was in the 
coal-mine fields. These fields at that time were covered by manu- 
facturers’ agents, and in some instances by electrical wholesale 
firms. 

The company advertised extensively in Coal Age, circularized 
the coal mines with mail material descriptive of the new cable, 
and sent specialty salesmen to visit mine superintendents and mine 
electricians in order to demonstrate the qualities of the new insu- 
lation. It also sent descriptive material to state mine inspectors, 
who were responsible for the inspection of the measures taken by 
mines to promote the safety of workers. Although these mine 
inspectors were not prospective purchasers of the portable cable, 
they, in many instances, mentioned the safety advantages of the 
Rub-Wear cable to mine superintendents. 

After the introduction of the cable to the mines, the company 
appointed in each district a mine supply firm as its wholesale 
distributor in order that supplies of the cable might be at hand 
for quick delivery to the mines. After the introduction of the 
Rub-Wear portable cable had proved successful, the company had 
concentrated its efforts on Rub-Wear portable cord for use in in- 
dustrial fields. It had advertised the portable cord to the elec- 
trical trade in such technical publications as the Electrical World. 
It also advertised to some extent to machine shops and factories 
through The American Machinist. In addition to this advertising, 
the company had adopted a campaign of circularizing selected 
lists of the larger prospective users of the cord. The circular let- 
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ters had described the product and enclosed a stamped return 
post card requesting a sample. When inquiries were received, the 
company had sent a workable sample of about 1 5 feet of cord to 
the inquirer, and had turned the inquiry over to the electrical 
wholesaler who carried a stock of the company’s cord in that 
territory. This method had resulted in what the company con- 
sidered successful and favorable distribution of the Rub-Wear 
portable cord throughout the United States. The effect of the 
advertising campaigns in increasing sales had occurred about six 
months after the advertising had started. 

By 1925, therefore, most electrical wholesalers, central sta- 
tions, and many contractors and contractor-dealers throughout 
the United States were familiar with the name “Rub-Wear.” Al- 
though during this period the Rub-Wear appliance cord had been 
manufactured, it had not secured extensive distribution, since 
most of the advertising and sales efforts had been directed toward 
the sale of the Rub-Wear portable cable and portable cord. The 
company sought, therefore, to concentrate its efforts in 1926 on 
the distribution of Rub-Wear appliance cord. 

The company determined that the Rub-Wear appliance cord 
was specially adapted for use with washing machines, vacuum 
cleaners, dishwashers, desk fans, radio sets, battery chargers, 
refrigerators, office equipment such as electrically operated 
accounting machines, and for all sorts of extensions to floor 
lamps, drop lights, and even telephone desk extensions. It was not 
applicable, however, to portable electric irons, toasters, or other 
heating appliances, since the National Board of Fire Under- 
writers required a special type of cord for these appliances and 
since the Rub-Wear insulation would be injured if it came into 
contact with a hot object. 

There were three markets to which the company could direct 
its advertising efforts. It could advertise the product as a fabri- 
cating part to manufacturers of household and office appliances; 
it could advertise the product to retail dealers, contractor-dealers, 
central stations, and electrical repair men; or it could appeal 
directly to the consumers who, in this instance, were either office 
executives and clerks or women in their homes. Since the total 
annual advertising appropriation of the company was only about 
$40,000, however, the large cost of consumer advertising practi- 
cally eliminated from consideration any direct appeal to con- 
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sumers. The average householder, moreover, would buy cord 
separately from appliances only infrequently, so that the company 
doubted the wisdom of direct consumer appeal. 

The advertising manager of the company was of the opinion 
that the company should advertise to electrical wholesalers and 
retailers, that it should build the advertising up on the already 
established reputation of Rub-Wear portable cords, and that it 
should emphasize the service uses of the appliance cord rather 
than its decorative uses. 

Consumers had become accustomed to silk-covered cords for 
floor lamps and other extensions where the cord was visible. The 
advertising manager feared that the smooth rubber surface of 
Rub-Wear cord, in spite of the fact that it could be produced in 
almost any color, would not meet with approval for use on exten- 
sions around the home. He believed, however, that after women 
had used vacuum cleaners and other household service appliances 
which were equipped with Rub-Wear cord, and after they had 
learned from experience that Rub-Wear cord did not kink, fray, 
or absorb moisture or dirt, the prejudice in favor of the silk- 
braided cord for other household uses gradually would disappear. 
Manufacturers of silk-braided cord in their advertisements to 
wholesalers and retail dealers frequently showed the use of the 
cord on floor lamps and other electrical furnishings in well-fur- 
nished homes. 

The advertising manager believed, also, that the appeal to 
electrical wholesalers and retailers, who already were familiar 
with Rub-Wear insulation, would be more effective than any ap- 
peal directed entirely to appliance manufacturers. Appliance 
manufacturers appeared content to equip their appliances with 
a cheaper cord so long as no pressure was exerted for a better 
quality cord by consumers and dealers. The company had ex- 
perienced this situation when it attempted to introduce Rub-Wear 
portable cable in the mining fields. It first had gone to manu- 
facturers of portable mining apparatus with expectations of get- 
ting these manufacturers to equip their apparatus with Rub-Wear 
cable. The company had found these manufacturers unwilling 
to use the high-quality cable so long as mine operators were con- 
tent to purchase the apparatus equipped with inferior cable. 
When, however, the Rub-Wear cable had been introduced to the 
mine superintendents and electricians and its superior qualities 
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had been demonstrated, the mines began to request that appa- 
ratus come equipped with Rub-Wear cable. The result had been 
that most of the apparatus manufacturers who first had refused 
to use the cable later adopted it as a standard part of their 
equipment. 

The company had been able through direct sales efforts to 
induce a few manufacturers of household equipment, such as 
vacuum cleaners, to equip their machines with Rub-Wear appli- 
ance cord. ‘The price of Rub-Wear appliance cord was about the 
same as that of a high-quality silk-covered cord. There were, 
however, numerous inferior cords which were sold in some in- 
stances at about half the price of Rub-Wear. 

The advertising manager believed that by advertising to the 
wholesale and retail electrical trade the company indirectly 
could exert sales influence on manufacturers of electrical appli- 
ances. He held the opinion that if retail dealers and repair 
men stocked the Rub-Wear appliance cord and through experi- 
ence demonstrated that the use of the Rub-Wear cord in repair 
work reduced cord failures and, consequently, complaints from 
customers, these dealers and their satisfied customers would exert 
an increasing pressure on appliance manufacturers to equip their 
appliances with Rub-Wear cord. The advertising in electrical 
trade journals, such as Electrical Merchandising, would reach 
both the designing men and the advertising managers among 
manufacturers of electrical appliances. The men in charge of 
designing and improving the appliances frequently determined or 
specified the equipment to be provided with the appliances, al- 
though the purchasing agents of the companies did the actual 
purchasing. The advertising Managers would notice the adver- 
tisements, since the manufacturing companies also advertised 
their appliances in the same publications. If the Rubber Wire 
Company stressed in its advertising to wholesalers and retailers 
the features of the cord which would increase the salability of ap- 
pliances, the advertising managers of the appliance manufacturers 
would become interested. 

The advertising manager decided to develop a series of 10 ad- 
vertisements which would emphasize the service features of Rub- 
Wear appliance cord. He planned to place this series in IO con- 
secutive weekly issues of Electrical World, to place the 3 
advertisements which he considered most effective consecutively 
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in 3 monthly issues of Electrical Merchandising, and to place 6 
of the advertisements in 6 bimonthly issues of the Journal of 
Electricity. If at the end of that time this advertising brought in 
a satisfactory number of inquiries, he planned to continue the 
series with new copy of the same general theme. 

The December 31, 1925, A.B.C. statements of circulation and 
trade distribution of subscribers for the publications Electrical 
Merchandising, Electrical World, and Journal of Electricity are 
shown in Exhibits 1 and 2. 

The advertisements were to be full page, and the advertising 
manager planned to use in each advertisement a picture covering 
about one-half a page. Each picture was to illustrate some 
service use of Rub-Wear cord, either in the household or in the 
office. Somewhere about the borders of the page the advertis- 
ing manager planned to use Io small cuts, about one inch square. 
The cuts would illustrate the use of Rub-Wear cord on a washing 
machine, a vacuum cleaner, a large stationary electrical ironer, 
a sewing machine, drop lights in an office, a desk fan, a dicta- 
phone, a refrigerator, a dishwasher, a student’s portable desk 
lamp, and a radio. In addition to the cuts, the advertisements 
were to contain text describing the uses and advantages of the 
cord, and a paragraph which would state that the appliance cord 
was made exactly like the Rub-Wear portable cord. 


EXHIBIT I 


GEOGRAPHICAL DISTRIBUTION OF CIRCULATION OF “ELECTRICAL 
MERCHANDISING,” “ELECTRICAL WORLD,” AND 
“JOURNAL OF ELECTRICITY’”’* 














y ey, Electrical Electrical Journal of 
Geographical Districts Merchandising World Electricity 
December, 1025 November 28, 1925 | December 15, 1925 

(Copies) (Copies Copies 

New England teas seietie sec 3,211 ie : ee 
Middle Atlantic. ............. 4,005 5,087 118 
South Atlantic 779 1,203 22 
East North Central.. 2,936 3,522 84 
East South Central 312 450 6 
West North Central 1,367 1,513 33 
West South Central 402 634 17 
Mountain States 392 584 94 
Pacific Statesi. cic. ccccs store arene 1,217 1,367 “ne 
Canadartre a micieeeie cilities 393 611 36 
Miscellaneous and Foreign..... [sor 1,823 88 

6 Months’ Average of Total Net 

Paid Circulation............ 13,312 18,402 5,460 


*Standard Rate and Data Service, February, 1926. 
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EXHIBIT 2 
TrabE DistRIBUTION oF “ELECTRICAL MERCHANDISING,” “ELECTRICAL 


Wor tp,” AND “JOURNAL OF ELECTRICITY’”* 
S=————oOeeeeeeeeeeee ee 


MaGazIneE DisTRIBUTION 
Electrical Merchandising Copies Percentage 
Stores operated by electric light and power companies, 
their appliance sales managers, salespeople, etc..... 2,389 17.8 
Electrical contractors and contractor-dealers........ 4,358 33.3 


Electrica] dealers and nonelectrical retailers, depart- 
ment stores, hardware stores, etc., selling electrical 





merchandise ..... MTareiaie ele seiere (ote. ote crate Seer eset 2,478 18.3 
Electrical jobbers and jobbers’ salesmen and manu- 
dacturersueacents mae air sae ee eet en ok 2,154 16.0 
Manufacturers and their salesmen ............-.-- 1,215 9.0 
Newsdealers, booksellers, and miscellaneous......... 504 4.4 
Not yet classified ...... Soe eee Bis tete terete Vette 205 2.2 
Motaleercecs aiaales a cieisisie’s sie slo ocreneiee se eclee oes 13,480 100 


Electrical World 
Electric light and power companies— 
Executives, installation, operating and commercial 
ATICTIUW cieicte clels crcl cislore mloteleioletelorel ele elorereleleleteraerstetetole 9,091 49.48 
Engineers engaged in consulting and special work— 
Consulting electrical engineers, telephone and tele- 
graph, government, mechanical, civil and illumi- 
nating engineers, and chemists and engineers in 
electrical testing laboratories ................-- 1,662 9.05 
Industrial and electrical manufacturing executives 
and engineers— 
a) With electrical manufacturing compa- 


HiCSapit raid eee eee ee ent 1,849 
6) With industrial works, mills, and fac- 
LOTIES ME cee ies cies eleleteeleils sfevetalessfareistalaterers 2,328 4,177 22.73 





Engineers and others engaged in contractors’ and 
sales work—sales engineers with electrical manufac- 
turing companies, electrical contractors, and electrical 
jobbersmand pexporters: seseen ce onion okie ek 809 4.40 
In allied activities— 
Financiers, bond houses, patent lawyers, public 











SELVICEMCOMMIISSIONS Mey steele coe itenicer cin iene 811 4.41 
Engineering colleges, professors, instructors, stu- 

CentStestre rece eee ie ne me cietice ati ers eee ee meciot 1,023 5.57 
News-stands, booksellers, miscellaneous ............ 322 1.75 
Connections unknown (subscribers who have not 

yet reported their business or position)........... 479 2.61 

MOtal sence sc ces eat ee cet whale reeeen 18,374 100 

Journal of Electricity 

Electric light, power, and railways .............se. 3,568 62.58 
Contractors, dealers, and jobbers ................. - 955 16.75 
Electrical engineers ........ lev orevatele olevercraeisietein ste icicle - 2173 3.03 
Manufacturers and sales agentS .............see00e0 464 8.14 
Industrials .......... We Ua tira alder’ tie eters iarereitieeeiere 226 3.96 
Libraries, schools, etc..... Metkoreas Mosolel arsraseneietereren eaters 216 3-79 
Financial, miscellaneous, and unclassified........... 100 1.75 

Ota pervert: ict teitet ccc mtis corse aisiracrite ate 5,702 100 


®% Standard Rate and Data Service, February, 1926. 
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The advantages to be stressed were cleanliness, freedom from 
dust and fraying, smooth outer surface, light weight, resistance 
to water and acids, inability to kink, and long life. An addi- 
tional feature of the cord which the company did not plan to 
stress in advertising was the increased protection from short cir- 
cuits and fires. Statistics by insurance companies indicated that 
many fires resulted from the use of light extension cords by per- 
sons who did not take proper insulation precautions. Persons 
frequently kinked the cords, fastened cords on metal hooks, or 
allowed frayed cords to go unrepaired. Rub-Wear cord reduced 
this fire risk because of the durability of the insulation and be- 
cause the insulation did not crack when exposed to long wear 
under conditions which would kink and crack cords of poorer 
quality. 

In one corner the advertisements were to contain a coupon re- 
questing data and a sample of the cord, and stating the name 
of the inquirer, his address, title, and the company which he rep- 
resented. At the bottom of the advertisements were to appear 
the name of the Rubber Wire Company and the location of its 
branch offices. The advertisements were to make no mention of 
wholesale distributors or agents. 

The advertising manager expected to send, in answer to each 
inquiry, a sample of Rub-Wear appliance cord about six feet long. 
He considered that six feet of cord would be a workable sample. 
He would turn over all inquiries to a wholesaler in the territory 
from which the inquiry came. 

The advertising manager planned a pamphlet or sales pro- 
spectus which would include reprints of the ro full-page advertise- 
ments along with other information regarding the Rub-Wear 
appliance cord. When the first of the series of advertisements 
appeared, the advertising manager planned to send copies of the 
sales prospectus to all wholesalers and to central stations and 
other customers who had purchased goods from the company 
directly. He planned to send this material not only to whole- 
salers who regularly purchased from the company but also to 
wholesalers who stocked the products of competing companies. 
In addition to this, he planned to send letters including stamped 
return post cards and descriptive material to a mailing list of 
about 4,000 contractor-dealers and 2,700 central stations. Samples 
of the cord were to be sent to all who returned the post cards, 
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and a follow-up letter was to be sent once a month for six months. 

After the campaign just described had been in operation three 
months, the advertising manager believed that the interest shown 
in the product as indicated by inquiries justified a continuance 
of the campaign another three months. The company did not 
keep a tabulated record of inquiries resulting from the trade 
paper advertising. The inquiries were placed in a follow-up file 
along with inquiries from direct-mail advertising. The company 
did, however, keep a record of returns from the circulars. On 
the first letter, for example, which the company sent to a list 
of 4,000 contractor-dealers, there were received, within a month 
after the letter was mailed, 120 requests for samples, 24 requests 
for more definite information on prices and terms of sale, 30 
requests for descriptive folders for distribution with the dealers’ 
names imprinted, and 5 returns from persons not seriously 
interested. 

Examples of the trade-paper advertisements used in the first 
three months of the campaign follow. 


(Cut of a man dictating to dictaphone) 


SAVING VALUABLE Moments WITH 
RuB-WEAR APPLIANCE Corp OFFICE EQUIPMENT 


Nothing interrupts business today more than a dictaphone out of 
order because of frazzled cord, a fan that fails when the tempera- 
ture rises, a desk light that needs repairing, an adding machine 
that needs a new cord, and a drop light that simply won’t work. 
These, however, represent the conditions of yesterday. Today 
leading manufacturers are making their business appliances fool- 
proof by equipping them with Rub-Wear Appliance Cord. 
Rub-Wear Appliance Cord is made exactly like Rub-Wear Port- 
able Cord, the only difference being that Rub-Wear Appliance 
Cord is listed only in sizes No. 16 and No. 18 and that it is lighter 
in weight and smaller in diameter. 

This cord is absolutely the best investment possible for the maker 
of desk fans, dictating, calculating, and similar business appliances. 
For drop lights, extensions and general use around the office, it 
supplants the old-fashioned flexible cord to the entire satisfaction 
of manufacturer, jobber, dealer, and user. 

Electricians of large buildings who must repair business appliances 
say that Rub-Wear Appliance Cord cuts their work in half. One 
repair with Rub-Wear Appliance Cord does a job that will last 
for years. 

Send for a sample of Rub-Wear Appliance Cord—the cord that 
says “goodbye to service costs.” 
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To Hetp SELL BATTERY CHARGERS 
AND SETS! RusB-WEAR APPLIANCE CorD 

Another popular use for Rub-Wear Appliance Cord is on battery 
chargers and for permanently connecting radio storage batteries. 
The salesman who can point to Rub-Wear Appliance Cord as a 
selling feature of battery charger—has all of the customer’s 
attention, as every radio fan knows how the ordinary flexible cords 
of chargers soon are eaten through by the acid from the battery. 
Rub-Wear Appliance Cord is made exactly like Rub-Wear Portable 
Cord, the only difference being that Rub-Wear Appliance Cord is 
listed only in sizes No. 16 and No. 18 and that it is lighter in 
weight and smaller in diameter than the Rub-Wear Portable Cord. 
Rub-Wear Appliance Cord is immune against acid solutions, thus 
making it the choice of battery charger manufacturers. 
For all electrical portable cord devices, except heating appliances, 
not requiring Rub-Wear Portable Cord, Rub-Wear Appliance Cord 
is the preferred cord. 

Our new pamphlet and a sample piece of Rub-Wear 

Appliance Cord will be mailed upon request. Mail us 

the coupon today. 


Commentary: The Rub-Wear appliance cord, a fabricating part, 
had its largest market among manufacturers of electrical appliances. 
At the same time, it had a market through the regular channels of 
trade to consumers as a replacement part. In its advertising and sales 
promotion work the Rubber Wire Company had the problem often met 
by manufacturers of fabricating materials and parts; namely, to over- 
come the resistance of manufacturers who might incorporate the fab- 
ricating materials or parts in their products.? 

The decision of the company not to advertise Rub-Wear appliance 
cord to consumers was sound. It would have been valuable, no doubt, 
to have had housewives acquainted with the special characteristics of 
the cord, as a means of helping to meet the competition from silk- 
covered cord. The replacement market for such a product, however, 
was comparatively small. The part itself was bound to have relatively 
a small place in the consumer’s mind as a part of any electrical ap- 
pliance. In other words, it would have been difficult to create brand 
identification and discrimination on the part of the consumer for the 
cord as a part of an electrical appliance. The consumer would have 
been inclined to accept any cord offered on an appliance and to hold 
the dealer or the manufacturer responsible for satisfactory performance. 
Moreover, it would have been difficult to carry identification of the 
cord to the final product, especially after competitors adopted this 
type of insulation. Finally, the large appropriation that would have 


7 See Barbour Welting Company, 2 H.B.R. 176; Manly Elastic Company, page 
433; Tiber Body Company (B), page 473; Hartley Company, page 465. 
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been necessary to make any impression on the consuming public clearly 
ruled out such an approach. 

The issue, then, came to the question of the advisability of direct- 
ing advertising to electrical wholesalers and dealers in order that deal- 
er influence might be brought to bear on the manufacturers of electrical 
appliances to use Rub-Wear appliance cord. 

In advertising to electrical wholesalers, contractors, and dealers the 
company was advertising itself as a source for a new, distinct, and de- 
pendable type of product for which there existed a replacement market. 
In its advertising plan, the company was attempting to secure this 
market with the trade as well as indirectly to gain the fabricating 
market. In so far as the Rub-Wear appliance cord became recognized 
as a dependable and superior product in the electrical trade, to that 
extent was the company paving an approach to the manufacturers of 
electrical appliances and cutting down their sales resistance. Other 
cases which have come to the writer’s attention indicate that dealers 
can exert considerable influence in inducing manufacturers to adopt 
certain fabricating parts. This case, then, illustrates the policy of 
promoting a fabricating product to the trade, ostensibly to secure the 
direct replacement demand, but also to bring an influence to bear on 
manufacturers who might incorporate the goods in their products. Such 
a program, of course, supposes that every opportunity of selling the 
product to manufacturers will be taken and that the advertising will 
be utilized as a sales weapon. 

It is to be noted from an analysis of the mediums selected that not 
only were the electrical wholesalers, retailers, and contractors reached, 
but, in addition, especially through the Electrical World and the Journal 
of Electricity, engineers and executives of many types of industrial 
plants were reached. It was valuable for the company to establish 
with all these executives the trade name and a knowledge of the char- 
acteristics of the insulation, inasmuch as many of them might have 
influence upon purchases of this type of product. 

In approaching the trade and manufacturers, the company selected 
probably the strongest buying motives that could be used for the prod- 
uct; namely, its dependability in quality, resulting from the special 
characteristics of the insulation, and the fact that it would increase the 
salability of appliances to which it was attached. 


July, 1926 N. H. B. 


SympoL ELectric Company’ (C) 
MANUFACTURER—MOTORS AND WELDING EQUIPMENT 


ADVERTISINC—Trade Papers Utilized in Preference to General Magazines. 
The company, a manufacturer of motors and electrical welding equip- 
ment, decided to discontinue advertising in general magazines of national 
circulation and instead to advertise in technical trade journals. Results 
of the advertising in general papers had not, in the company’s opinion, 
been commensurate with the costs. 

(1925) 

The Symbol Electric Company, which was organized prior to 
1900 to manufacture motors and electrical equipment, in 1916 
started advertising its two principal lines, motors and electrical 
welding equipment, in general publications with national circula- 
tion. In 1924 the company decided that the results which it ob- 
tained from this advertising in general publications were not com- 
mensurate with the cost. It was proposed at that time that the 
company should transfer its advertising efforts to technical and 
industrial publications. 

The company in 1913 had developed a line of electric arc 
weldings which were designed for use principally in the manu- 
facture of iron and steel products. The welding process had been 
applied in the manufacture of the company’s own electric motors. 
After 1913 the company had specialized in the manufacture of 
the welding equipment and of electric motors which were designed 
especially for the type of work encountered in driving elevators 
and machine tools operating under variable loads. The motors 
also had waterproof features which made them specially adapted 
for use with pumps and other machinery operating in damp or 
dirty places. Over 70% of the company’s sales of motors were 
made to manufacturers of direct motor driven machinery and 
hoisting equipment who incorporated the motors as standard 
equipment on their machines. The market for the welding 
equipment was among manufacturers of iron and steel products 
for use in manufacturing and for repair work. There was a 
Possibility that arc welding would revolutionize the entire manu- 
facture of many lines of iron and steel products, since, by the 


"Fictitious name. See also Symbol Electric Company (A), (B), and (D), 
pages 159, 241, and 516, respectively. 
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use of welding, these products could be made from pressed steel 
instead of from cast iron. Welding also could replace riveting in 
many places. 

The company’s problem in selling the welding equipment was 
one of educating manufacturers to change their process of manu- 
facture. Welding in 1913 was thought of generally as of service 
only for repair work, yet the Symbol Electric Company was able 
to demonstrate that many products and machine parts made from 
pressed steel parts and standard steel shapes welded together were 
as strong as similar products made from cast iron. The welded 
items, moreover, were the less costly. The welding process had 
special possibilities in the automotive industry, where it could 
be applied in making axle housings and chassis frames. 

It was necessary, however, to overcome prejudices against 
products manufactured by electric welding. Electric welding left 
a rough surface where the two parts to be joined were welded. 
Executives of the Symbol Electric Company discerned a trade 
inertia which made users of iron and steel products who were ac- 
customed to cast-iron forms and riveted joints hesitate to accept 
welded products of pressed steel, which had a more angular and 
less finished appearance and which looked weaker than the heav- 
ier cast-iron products. Many engineers who designed automotive 
parts and other iron and steel structures, furthermore, were un- 
acquainted with the problems involved in designing for the use of 
welding. Designing engineers had available elaborate tables and 
formulae to determine strength of materials, stress and strain, 
shearing, and other coefficients of physical properties of materials. 
These tables were built from laboratory tests and experiments 
and were available in engineering handbooks and in handbooks 
published by steel companies. In designing a boiler, for example, 
the engineer by formulae could determine the necessary thickness 
of boiler plate, the best diameter and material of rivets, and the 
best location of rivets for any given pressure. The physical prop- 
erties of electrically welded joints under various conditions, how- 
ever, had not been reduced to tables or formulae. Experimental 
work in steel laboratories and colleges was being encouraged by 
the Symbol Electric Company. 

The Symbol Electric Company was one of the first to develop 
electric arc welding, and its welding equipment, in the executives’ 
opinion, had special features which gave it a competitive lead over 
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any other electric welders. For many uses the electric arc welders 
had easily demonstrable advantages over combustion flame 
welding equipment. 

The company distributed its products through its own branches 
in the eastern and middle-western sections of the United States 
and through machinery supply firms with exclusive territories in 
the South and West. Salesmen who were located at the branch 
offices sold both motors and welders. They were able to give 
technical advice and to demonstrate the use of the welding equip- 
ment. ‘They were expected to maintain cordial relations with 
the customers who had purchased Symbol products and to obtain 
new customers. The company had technical experts whom it sent 
to assist its salesmen or agents in problems of new application of 
the welders in manufacturing processes. 

The company had begun advertising in 1916 in general maga- 
zines of national circulation. The decision to advertise was not 
based on any definite plan of accomplishment. The officials 
believed that the sales problem was one of education, hence the 
company should advertise. The general magazines chosen, the 
Saturday Evening Post and the Literary Digest, had wide circula- 
tion and were thought to be read by a large number of business 
executives. Many companies which were prospective users of 
Symbol motors or Symbol arc welders advertised in these general 
publications, and three or four companies which manufactured 
motors or other electrical industrial equipment also advertised 
in them. 

The Symbol Electric Company for eight years advertised con- 
tinuously in these general magazines at a cost of $100,000 a year. 
The advertisements were full pages appearing once a month, 
usually in the last weekly issue of the month. About 70% of the 
advertisements were devoted to the Symbol motors. The other 
advertisements were of an educational nature illustrating uses 
of the electric welders. The advertising was placed through an 
advertising agency, which wrote the copy and prepared the ad- 
vertisements. The company furnished technical data and checked 
the copy for inaccuracies. 

The advertisements regarding the motors usually had a large 
heading at the top of the page—“Symbol Motors”—followed by 
pictures showing applications of the motors, with a brief descrip- 
tive text under the pictures. Frequently, comparative charts of 
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load curves were shown. About one-half the page was filled with 
text headed by some attention-getting headline such as “Fit the 
Power to the Work.” The text usually emphasized special fea- 
tures of the motors, such as their construction, durability, resist- 
ance to dampness and dirt, and their special adaptability to cer- 
tain variable load conditions. In one advertisement, for example, 
a picture showing a limousine drawing a plow was used to em- 
phasize the fact that a motor of sufficient horse-power rating for 
a given load still might be entirely ill adapted to the work at 
hand. The advertisements stressed the fact that manufacturers 
of machinery were equipping their machines with Symbol motors 
because they knew the motors were designed and selected to meet 
the special requirements of the machinery. The text urged pur- 
chasers of machinery to insist on having the machinery equipped 
with Symbol motors and warned against buying separately ma- 
chinery and motors to operate the machinery. A cut of a motor 
usually appeared in a lower corner and the sales branches of the 
company were listed at the bottom with a sentence stating that 
persons interested could secure further information by writing to 
the home office or to the nearest branch. No coupons appeared 
in the advertisements. 

The company had no measure of the effectiveness of its ad- 
vertising. Conditions from 1916 to 1920 were unsettled with 
the entry of the United States into the World War and the sub- 
sequent post-war inflation in business. Sales of welding equip- 
ment had increased gradually, until in 1919 they amounted to 
about $75,000; sales of motors at that time amounted to about 
$1,000,000. The company had expected that its past advertising 
would help bolster up sales during periods of business depression. 
In 1921, however, sales of both motors and welders had suffered 
severely. The company had continued its advertising, neverthe- 
less, with the appropriation of $100,000 a year until the latter 
part of 1924. Motor sales had recovered in 1922 approximately 
to the 1920 figure and had increased about 15% a year in 1923 
and 1924. Welder sales after 1921 had increased rapidly. The 
publicity which electric welding received in ship repair work dur- 
ing and after the war had assisted in its development, and several 
competing brands of welders had been developed. By 1924 the 
company’s annual sales of welding equipment had reached 
$1,200,000. 
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The costs per full-page advertisement had increased from 
$5,000 in 1916 to $7,000 in 1924 for the Saturday Evening Post 
and from $850 in 1916 to $4,000 in 1924 for the Literary Digest. 
The company had received only a few inquiries which could be 
traced to the advertising. In the latter part of 1924 the sales 
manager of the Symbol Electric Company, who had control of 
advertising policies, decided to discontinue advertising in general 
magazines. He stated that this decision was based entirely on his 
“hunch” that the effectiveness of this form of advertising for his 
products did not justify the cost. He believed the advertising 
had failed to protect the sales of the company against business 
depressions, and that in the general magazines the company was 
paying advertising rates based on a large national circulation, 
the greater portion of which reached readers who had no interest 
in industrial products and who could not influence purchases of 
industrial electric motors or welding equipment. The sales man- 
ager knew of some companies manufacturing industrial products 
which had advertised in general publications in 1919 and 1920 
in order to avoid high excess profits taxes. The advertisements 
of many manufacturers of industrial goods had dropped out of the 
general magazines after 1921.” 

Early in 1925 representatives of technical periodicals for elec- 
trical and mechanical industries urged the Symbol Electric Com- 
pany to advertise in technical papers. The representatives of one 
publishing house proposed an advertising program which appealed 
to the sales manager of the Symbol Electric Company and which 
he adopted. This program called for double-page spreads in four 
technical periodicals. One periodical was a weekly publication 
which circulated almost exclusively among electrical engineers 
and executives of power stations, manufacturers of electrical ap- 


*A certain group of 114 companies, in 1919, were advertising in general mediums 
industrial goods that neither were sold to, nor were of direct interest to, the gen- 
eral public; and 33 others commenced such advertising in 1920. These com- 
panies used: 

794 pages of advertising in 1920 
237 “ “ “ce 6c 


1921 
152 “ “ 6 1922 
144 “ “ “ “ 1923 
122 “ “ “ ‘“ 1924 


They used only 15% as much space in 1924 as was used in 1920, and only 20% 
of the companies that advertised in 1919 and 1920 used space in 1924.—Research 
study submitted to Professor of Advertising, Harvard Graduate School of Busi- 
ness Administration. 
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paratus, and industrial firms using electrical equipment. Two of 
the papers, one of which was published weekly and the other 
monthly, reached the machinery field and were read by mechan- 
ical executives, engineers, designers, production superintendents, 
and machinists. The other paper was a monthly industrial pub- 
lication with a circulation reaching factory owners and executives 
such as heads of departments, general managers, and superinten- 
dents. Prices for full-page advertisements in these papers ranged 
from $150 to $280, the amount depending on the publication and 
the number of insertions during a year. The company’s adver- 
tising budget amounted to $50,000 annually for the trade-paper 
advertising. 

All the advertisements of the Symbol Electric Company in 
technical papers had the same general make-up. At the top was 
a cut of two persons, one urging continuance of an old process of 
manufacture and the other urging the adoption of new and better 
methods as illustrated by Symbol arc welders and Symbol motors. 
The text usually described and illustrated by simple pencil 
Sketches the way to construct products out of pressed steel or 
Structural steel shapes joined by electric arc welding and gave 
reasons why this way was easier and cheaper than construction 
from cast-iron or riveted shapes. F igures sometimes were given 
on comparative costs of the welding method and other methods 
of construction. Each advertisement carried a coupon which 
could be sent for further information and for booklets describing 
the Symbol motor and Symbol arc welder. 

In addition to the $50,000 spent for advertising in technical 
papers in 1925, the Symbol Electric Company spent $10,000 in 
preparing and mailing circular letters to prospective customers. 
These letters gave descriptions and data on savings made possible 
by use of Symbol motors and welders. One industry was cir- 
cularized at a time. The sales manager secured, for example, 
a list of the firms manufacturing iron pipe and sent letters ad- 
dressed to the company names. These letters described the sav- 
ings which would result if the welding process was used in making 
pipe. Three or four follow-up letters were used. 

The sales manager of the Symbol Electric Company, in 1926, 
was of the opinion that the change in advertising from general 
magazines to technical industrial publications had proved wise. 
The company did not keep an analytical record of inquiries re- 


500 HARVARD BUSINESS REPORTS 


ceived from the advertising, but it had received during 1925 a 
large number of inquiries and a majority of these inquiries 
were from persons actively interested in purchasing Symbol 
equipment. The inquiries were turned over to salesmen at the 
nearest branch offices. Sales of motors in 1925 had increased 
about 15% over sales in 1924 and sales of welding equipment had 
increased about 50% over those in 1924. 


CoMMENTARY: The issue raised in this case has been the cause of 
frequent discussion; namely, the advisability of advertising certain in- 
dustrial products through mediums of general circulation rather than 
through industrial and technical periodicals. While this company had 
no definite measure of the effectiveness of its advertising through the 
two types of mediums, apparently it was satisfied that the approach 
through the industrial and technical press was more effective and more 
economical than the approach through general mediums. A general 
rule to apply in the selection of mediums is that of choosing those 
which reach with a minimum of waste in circulation the people whom 
the advertiser wishes to influence. It is to be noted that through the 
use of industrial and technical periodicals the Symbol Electric Com- 
pany apparently was able to accomplish the following things: 

1. It was able to reach a large proportion of the executives and 
engineers whom it desired to influence. 

2. For a sum only half as large as that previously devoted to ad- 
vertising in two general magazines it was able to use in each of four 
trade papers larger space than it had used in the general periodicals 
and to make more frequent insertion of copy. 

3. Although there was no definite way of determining the effective- 
ness of the two types of mediums in the hands of interested persons, it 
would seem that the trade and technical press reached prospective 
purchasers at a time when they were interested in considering the type 
of message which the Symbol Electric Company wished to convey to 
them through its advertising. 

In summary, although any statement concerning the effectiveness of 
mediums in a case of this kind must be largely a matter of opinion, 
it appears to the writer that the Symbol Electric Company, with its 
purely industrial products, was wise in deciding to advertise in in- 
dustrial and technical papers instead of in general mediums. 


July, 1926 N. HB: 


Arjax Company? 
MANUFACTURER—ELECTRICAL PRODUCTS 


ADVERTISINGC—Manufacturers’ Allowance for Printing of Wholesalers’ Cata- 
logs. To insure listing of its products in the catalogs of its wholesale 
distributors, the company, a manufacturer of electrical goods, assumed 
a part of the printing cost for the distributors’ catalogs. It was pro- 
posed that the company discontinue this allowance entirely or that it 
regulate the allowance to each wholesaler according to the wholesaler’s 
sales of its products. 

(1915) 

The sales department of the Arjax Company, which manufac- 
tured electrical products, deemed it desirable to have as extensive 
as possible a list of the company’s products in distributors’ cata- 
logs. For this reason, the company assisted in the preparation 
of material for the catalogs of wholesalers selling its products 
and also assumed a part of the printing cost for the catalogs of 
its 40 permanent wholesale customers. In 1915, because of in- 
creased costs for this work, the company contemplated discon- 
tinuing the payments which it customarily made toward the ex- 
pense of printing wholesalers’ catalogs. 

The company had furnished electrotypes of Arjax products to 
any distributor desiring them for use in catalogs; the company 
refused to accept responsibility for statements made in its dis- 
tributors’ catalogs unless it was given an opportunity to inspect 
the copy. Usually, the wholesalers contracted for catalogs with 
printers, and the printers collected from the manufacturers whose 
products were listed additional compensation at stated rates per 
page. As a rule, the Arjax Company had no information as to 
the terms of the contracts between wholesalers and printers. 

The catalog department of the Arjax Company had encouraged 
the wholesalers to employ some one of certain printers who for 
a number of years had specialized in catalogs for wholesalers of 
Arjax products. These printers were acquainted with the catalog 
material of the Arjax Company and carried a stock of the com- 
pany’s electrotypes, so that if the wholesalers employed them 
the company did not have to furnish cuts to numerous printers. 
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The company also believed that from those printers the whole- 
salers secured better work. One of the largest of those printers 
was the Jameson Catalog Company.’ In 1915 the Jameson Cata- 
log Company informed the Arjax Company that the charge for 
each page on which its products were listed in wholesalers’ cata- 
logs was to be raised more than 50%. 

When this notification of increased prices was received, the 
chief of publications of the Arjax Company recommended that 
the allowances granted for wholesalers’ catalogs be discontinued. 
He argued that the wholesalers should bear the whole expense of 
their catalogs, since the catalogs were a legitimate part of their 
selling and advertising programs and the expense was provided 
for in the discounts granted by the Arjax Company. If a whole- 
saler’s catalog was not profitable to him, obviously it was not 
profitable to the manufacturers. Moreover, as long as manufac- 
turers were willing to pay for catalogs, wholesalers would continue 
to issue them even if they were not profitable. If the company 
continued to pay part of the printing expense for this group of 
40 wholesalers, furthermore, other distributing firms desiring to 
list the Arjax Company’s products would be convinced that dis- 
crimination was being shown, if the company refused to do more 
than furnish them with electrotypes. Finally, he was convinced 
that the wholesalers paid the printers enough to cover their costs 
and allow a fair profit, and that the fees which the printers de- 
manded of manufacturers represented extra profit. 

It was recognized, however, that withdrawal of the customary 
payments to the printers probably would lead the printers to 
pass the charges on to the wholesalers. The wholesalers might 
resent the discontinuance of the assistance which the company 
had extended for a long time, and, consequently, might not give 
Arjax products as complete representation as formerly. 

The catalog manager suggested that, instead of granting each 
printer a certain amount for each page listing Arjax products, 
the company should regulate the allowance according to the sales 
made by the wholesaler. If a wholesaler’s sales of Arjax products 
made it worth while, the company would grant the same amount 
for catalog listing as had been granted formerly. If the sales 
did not increase or were decreasing, the allowance would be re- 
duced or even withdrawn. 
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Commentary: In selling through selected distributors, it was dis- 
tinctly desirable for the Arjax Company to have its products listed in 
the catalogs of its distributors as a means of localizing demand; that 
is, of directing consumers to particular wholesalers from whom they 
might secure Arjax products. The case is analogous in many respects 
to that of the manufacturer of consumers’ goods who is using exclusive 
agents or selected dealers. A complete advertising program on his 
part must include some means of directing the consumers within any 
locality to the store where the manufacturer’s brand can be secured. 
In the consumers’ goods field it has been found that such a manu- 
facturer cannot leave local advertising entirely to the dealer but must 
exercise some control over it and in some instances must give liberal 
support to such local advertising in order to insure that it is properly 
done. Likewise, in this case, the Arjax Company should have sought 
to have a proper listing of its products in distributors’ catalogs and 
should have exercised as much control as possible to see that they were 
properly presented. It goes without saying, however, that the Arjax 
Company in giving support to wholesalers’ catalogs should have had a 
proper business relationship directly with the distributors rather than 
to deal with the printers, who, in turn, sought additional compensation 
from the distributors. 


February, 1928 N. H. B. 


TITON LEATHER CoMPANY* 
MANUFACTURER—LEATHER BELTING 


ADVERTISINGC—Discontinuance of Contributions to Customers’ Advertising. 
To hold the patronage of distributors and users of its products, the com- 
pany, a manufacturer of leather belting and other leather products, 
for many years, upon request, had inserted advertisements in custom- 
ers’ house organs and had made various types of advertising contribu- 
tions. Because of the waste which this plan involved, the company 
decided to refuse all requests for donations for advertising which did 
not fit in with its premeditated advertising plan. 


(1924) 


The Titon Leather Company manufactured leather belting and 
other leather products for use in manufacturing plants. It ad- 
vertised extensively in general magazines and trade papers cover- 
ing the markets for its products. It also conducted direct-by- 
mail advertising. For many years, the company, at the request 
of customers, had made various types of advertising contributions 
and had inserted advertisements in dealers’ house organs and in 
other mediums. The advertising manager of the Titon Leather 
Company looked upon such advertising expense as waste, but the 
company had granted all such requests as a means of holding the 
goodwill of its customers. In 1924, however, the company 
adopted the policy of refusing all requests for donations for ad- 
vertising which were not a part of its premeditated advertising 
plan. 

The principal markets for the products of the Titon Leather 
Company in order of importance were in the following industries: 
metal working, textile, lumber and woodworking, paper, flour 
milling, sugar refining, and cement making. The company sold 
approximately 70% of its products directly to industrial users 
through its sales force and its 16 branch offices, located in the 
principal industrial centers of the United States. The remainder 
of its sales it made through about 85 selected dealers or supply 
firms. The company had annual sales of between $6,000,000 
and $10,000,000. 

__ Prior to 1921 the company had spent about $200,000 annually 
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in advertising. About 75% of this expenditure had been for dis- 
Play advertising in general magazines of national circulation, in 
trade papers covering the principal industries to which the com- 
pany sold its products, and in a few newspapers to assist dealers 
in special sales campaigns. About 10% of the advertising appro- 
priation had been spent for direct-mail advertising. The remain- 
ing 15% had covered salaries, supplies, exhibits at fairs, and the 
contributions and advertising which had been solicited by users 
and dealers. 

The advertising expenditures which the company decided to 
discontinue consisted of a variety of contributions and small ex- 
penses of which the following examples are typical. A railroad, 
which purchased about $10,000 worth of the company’s products 
annually, planned an outing for its employees. When the enter- 
tainment committee visited a printer to make arrangements for 
the printing of a program, the printer suggested a fine leather- 
covered program which would cost more than the railroad com- 
pany cared to spend for this purpose. The printer suggested that 
the cost of the program could be met by securing advertisements 
from companies which sold supplies to the railroad. The railroad, 
accordingly, requested the Titon Leather Company to purchase 
advertising space in the program at a cost of $150. The request 
for this advertising was accompanied by an intimation that the 
railroad would transfer its patronage to competing companies 
if the request were not complied with. 

In addition, the Titon Leather Company received frequent re- 
quests that it purchase advertising space in house organs which 
customers and distributors published and circulated among em- 
ployees and salesmen and sometimes among their customers. 
Dealers sometimes were encouraged by newspapers to advertise 
in full-page spreads and to meet the expense of that advertising by 
requesting all the manufacturers whom the dealers represented 
to contribute a part of the expense, in return for which the manu- 
facturers’ names would be shown in connection with the dealers’ 
names. The salesmen of the Titon Leather Company frequently 
were requested by their regular customers to purchase tickets to 
employees’ outings or benefits or to contribute toward the award- 
ing of prizes in employees’ athletic events. Although these vari- 
ous requests individually were small, in the aggregate they 
amounted to approximately $10,000 annually. 
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The company had no established procedure for dealing with 
these requests or for allocating the expenses. Sometimes the re- 
quests were directed to the president or other executives of the 
company. Salesmen frequently included these expenses as part 
of the traveling expenses, so that they became a charge to the 
general sales expenses rather than to advertising expense. 

The business depression which occurred in 1921 and 1922 
seriously reduced the sales and earnings of the Titon Leather 
Company. The advertising budget for 1922 was cut to $13,000 
and in 1923 was increased to $33,000. In these two years the 
advertising expenses were budgeted carefully and, although the 
waste advertising continued, it was absorbed in general sales 
expense instead of being charged to advertising expense. By 
1924 business conditions had improved and the advertising man- 
ager planned an expenditure for that year of $78,000, of which 
50% was to be spent for display advertising, 35% for direct 
mail advertising, and 15% for general advertising expenses. The 
strict economizing by the company during 1921, 1922, and 1923, 
and the reduced advertising appropriations for what the company 
considered legitimate advertising, had brought forcibly to the 
attention of the executives the desirability of eliminating the 
waste advertising expenses. 

The company decided in 1924 to establish a definite policy of 
not granting requests for contributions or for advertising which 
were not deemed justifiable. The policy provided that all re- 
quests for such donations should be sent to the advertising man- 
ager. The advertising manager started in 1924 to reduce grad- 
ually the wasteful expenditure. When requests came in, a letter 
was sent in answer stating the company’s policy and explaining 
the reasons why such advertising would increase the cost of the 
products and would work to the disadvantage of both parties. 
When a distributor requested assistance in newspaper advertising 
or the issuing of a house organ, it was explained that the expense 
of such advertising was not so effective in increasing sales of the 
distributor as the same amount spent in trade-paper and direct- 
mail advertising. As an alternative, an offer was made in some 
cases to spend a greater sum than the amount requested in direct- 
mail circularizing in the dealer’s territory if the dealer would 
provide a list of customers and prospects. If the dealers were in- 
terested in this alternative the direct-mail work was done. The 


TITON LEATHER COMPANY 507 


offering of the alternative helped replace waste advertising with 
legitimate advertising. 

By 1926 the company had succeeded in reducing the undesir- 
able expenditures to about $500. In refusing new requests, it 
became company practice to cite the policy of the company and 
to enclose copies of other requests for equally desirable causes 
which had been refused. When the policy of refusing such 
Tequests was first adopted, many of the company’s customers 
had been insistent and had become angered at the refusal, but in 
no instance had a customer failed to continue his patronage of 
the Titon Leather Company. It was found that by using rea- 
sonable arguments and facts, the company was able in most 
instances to refuse requests without offending customers and 
distributors. 


ComMENTARY: This case raises a problem in avoidance of an un- 
desirable form of reciprocity that is met by many manufacturers. 
Acquiescence in the requests of customers for small advertising con- 
tributions for such purposes as are outlined in the case is much easier 
than refusal; yet small contributions of this type quickly mount to 
a considerable expenditure. In accordance with the belief of the Titon 
Leather Company officials, such advertising is undoubtedly wasteful. 
Not only are the mediums used frequently of small advertising value, 
but their use ordinarily fails to fit in with a well-planned campaign 
of advertising. 

The significance of the case rests in its illustration of a means of 
discontinuing such wasteful expenditure without apparent loss of good- 
will or patronage. The adoption of a fixed policy, a centralization 
of control for handling requests, and the exercise of a reasonable atti- 
tude in refusing such solicitations are to be commended. 


January, 1927 N. H. B. 


GuURNET CORPORATION’ 


MANUFACTURER—COPPER AND BRASS 


Pricinc—Varying Price Policy to Hold Customer Patronage. When it in- 
creased its prices, the company, a manufacturer of copper and brass 
sheets, bars, and tubes, permitted its wholesale distributors to place 
orders at the old prices for quantities equal to not more than two 
months’ normal purchase. At the time of a price increase in 1922, one 
of the distributors ordered, at the old price, a quantity far in excess of 
that to which it was entitled under the company’s plan. It was neces- 
sary for the company to decide whether to make an exception to its 
usual practice for this customer. 


(1922) 


The Gurnet Corporation, a manufacturer of copper and brass 
sheets, bars, and tubes, was represented in the large buying 
centers by wholesalers who bought outright from the corporation 
and carried stocks of its products. It was a well established 
policy of the corporation to protect wholesalers against price in- 
creases by giving them advance notice of such increases and per- 
mitting each wholesaler to place orders at the old prices for 
quantities equal to not more than two months’ normal purchases. 
The corporation also protected customers against declining prices 
by crediting each of them, when a price reduction was made, 
with an amount equal to the price reduction on the customer’s 
average monthly purchases during the preceding three years. The 
corporation had experienced no difficulty in carrying out its policy 
on price advances. 

In August, 1922, inasmuch as prices had been slightly below 
production cost, the corporation announced an advance of 2 
cents a pound. The Hamlin Brass Company, the corporation’s 
distributor in Cleveland, thereupon placed an order for 200,000 
pounds of sheets and tubes at the old prices; that distributor’s 
average monthly purchases from the corporation during the pre- 
ceding three years had been approximately 40,000 pounds. It 
was necessary for the Gurnet Corporation to decide whether or 
not to accept this order. 

The Hamlin Brass Company handled no lines that competed 
with the Gurnet line; relations between the two firms always had 
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been satisfactory. It was the opinion of executives of the Gurnet 
Corporation that other manufacturers had been seeking to secure 
orders for brass and copper sheets and tubes from the Hamlin 
Brass Company and that that company’s large order was placed in 
an attempt to take advantage of the severe competition among 
fabricators for the limited amount of business available. ‘The 
only other wholesaler in Cleveland with an organization capable 
of handling the Gurnet products already carried the line of a 
strong competitor. 

The Gurnet Corporation had sufficient stock on hand to fill 
the 200,000-pound order. If it filled that order, however, it 
would not be able to fill all the other orders that would be placed 
in anticipation of the price rise. The corporation was reluctant 
to manufacture additional sheets and tubes at a loss. Neverthe- 
less, the loss of a customer such as the Hamlin Brass Company 
would be unwelcome. 


CoMMENTARY: ‘The question in this case was chiefly ethical. The 
Gurnet Corporation had established policies for protecting customers 
when it reduced prices and when it increased prices. These policies 
were well known and applied to all customers. The Hamlin Brass 
Company sought to take an unfair advantage of its position as the com- 
pany’s sole distributor in an important market by demanding preferen- 
tial treatment. If the Gurnet Corporation had acceded to that demand, 
it would have been unjust to its other customers. Hence it should have 
decided to refuse the demand. 


October, 1927 Me Tec: 


ATLAN ALCOHOL CoMPANY* 
MANUFACTURER—ANTI-FREEZE ALCOHOL 


Prictnc—Price Concession to Secure Patronage. The company, a manu- 
facturer of alcohols, including an anti-freeze mixture, sought the patron- 
age of a firm that sold automobile accessories and that also operated a 
chain of so filling stations. Because of its large requirements, that 
firm requested a price lower than the published prices to which manu- 
facturers of alcohol customarily adhered. The company decided to 
make the distributor its agent and to grant the distributor, as an agent, 
a 2% discount. 


(1927) 


The Atlan Alcohol Company manufactured and sold denatured 
alcohol, ethyl alcohol, wood alcohol, an anti-freeze mixture, and 
other similar products. Its annual sales volume was about 
$3,500,000. Most of its sales were in carload lots; it did not 
seek, but would accept, smaller orders. Tank cars held 6,000 to 
10,000 gallons and a car of drums carried about 4,000 gallons. 

The company had 500 customers. Sixty per cent of its sales 
were made on contract. All sales were made directly to users 
except in the case of anti-freeze, which was sold to dealers. Sales 
of anti-freeze were about 15% of the total sales volume. 

The company employed three salesmen, one for the state of 
New York, one for New Jersey, and one for Pennsylvania. All 
of the salesmen, and also the sales manager, sold in New York 
City. The salesmen called upon some customers only once or 
twice a year; others they visited every two or three weeks. For 
the New England territory, the company had a representative in 
Boston, who received a commission of 5%. The representative 
carried small stocks; he did his own billing and collecting and 
bore the credit risk. 

The company’s plant, located in New Jersey, was closer to the 
New York City market than were competitors’ plants. Its loca- 
tion put the company in a favorable competitive position because 
in that market promptness in delivery was important; customers 
in metropolitan districts generally carried only small inventories 
because of the fire hazard. The company obtained good shipping 
rates because its plant had sidings on four railroads. 
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The company competed for business everywhere in New Eng- 
land and in other places to which the freight rate from the plant 
did not exceed one and one-half cents or two cents a gallon. If 
the company had extended its territory beyond that radius, it 
would have met the competition of companies which could sell at 
lower delivery prices. 

In the summer of 1927 the Atlan Alcohol Company sought 
the patronage of the Ranton Company. The Ranton Company 
was a dealer in automobile accessories, and, in addition, operated 
a chain of 50 filling stations in and about the city in which it was 
located. Its annual requirements of anti-freeze alcohol usually 
were about 35,000 gallons. Because of these large requirements, 
Mr. Ranton, president of the company, felt that the company 
should obtain a price lower than the published price. Alcohol 
prices were standard and were published daily in financial papers. 
Producers in general adhered to the published prices, in order to 
avoid disastrous price cutting. 

Anti-freeze alcohol was quoted at 50 cents a gallon in car lots 
shipped in drums and 48 cents a gallon in tank car lots, f.o.b. 
shipping point. Mr. Ranton stated that he would purchase 
from a competitor from whose plant freight charges were slightly 
lower if he were unable to get a lower price from the Atlan 
Alcohol Company. 

Because the Ranton Company’s purchases were large and be- 
cause Mr. Ranton stated that he could obtain new customers for 
the Atlan Alcohol Company, the company granted him an agency, 
with a discount of 2%. Besides his own orders for 35,000 gal- 
lons, Mr. Ranton obtained other orders for two drum carloads of 
anti-freeze alcohol in the fall of 1927. The Atlan Alcohol Com- 
pany did the billing and collecting on these orders. 


CoMMENTARY: This is a most commonplace business transaction. 
The real purpose of granting the discount of 2% to the Ranton Com- 
pany, of course, was to obtain Mr. Ranton’s order. It was not ex- 
pected that he would become a bona fide agent on a substantial scale, 
for he already had other interests which must have demanded prac- 
tically all his attention. The effect, therefore was to give preferential 
treatment to a large purchaser who was a good bargainer. The de- 
parture from a one-price policy was not commendable. 


December, 1927 Ms Tac: 


CoFFEYVILLE TEXTILE MACHINERY Company? 
MANUFACTURER—TEXTILE MACHINERY 


Pricinc—Price Reduction to Stimulate Sales. In January, 1922, the textile 
machines made by the company were priced at cost, yet, because of the 
depression in the textile industry, almost no demand existed for such 
machines. It was proposed that the company should make a further 
price decrease in order to stimulate sales and thus permit a wider dis- 
tribution of overhead. 

(1922) 

Although costs had not been reduced appreciably, it was pro- 
posed in January, 1922, that the Coffeyville Textile Machinery 
Company should reduce its prices in order to stimulate sales. 

When the depression began in the summer of 1920, the com- 
pany had orders on hand for more than two years’ production, 
but cancellations reduced the orders by about one-half. Mill 
companies which had buildings partially or wholly completed pro- 
ceeded with the installation of machinery in order to minimize 
the loss on their investment. When installations on these orders 
were completed, the Coffeyville Textile Machinery Company 
found that because of the general depression in the textile in- 
dustry practically no demand existed for machinery, except for 
repair jobs and occasional small lots. The high cost of building 
and equipping new mills prevented expansion of the industry. 
Mills previously constructed had been written down in some in- 
stances to $10 per spindle, whereas a mill constructed at current 
prices would have cost $50 to $70 per spindle. 

The estimated cost per spindle of a four-story spinning mill and 
a one-story weave shed with basement and saw-tooth roof for 
producing print cloths was as follows: 


LO LOmeirtos erenarsrteye terete cletone $28 .28 1916 
LO LT jotio cree ecivetterere re ccerster: 27207) IQI7 
TOL 2 icectseale ccivole sere sirens 27.75 1918 
TOs let etekelelleloletereve) eteseters\ erst eyena ce 27.53 1919 
LOL Avererctarsy srarevereter stray vepeteteres 26 .23 1920 
LO U5 iretete che onercvelatetstersisierel siete 27.28 Ig2I 





The estimated cost, as of January I, 1911, and January 1, 


‘Fictitious name. 





512 


COFFEYVILLE TEXTILE MACHINERY CO. 513 


1922, of erecting and equipping complete a spinning mill of 
50,000 spindles making No. 16 carded yarns for hosiery trade, 
finished on cones and skeins, was as follows: 


SSSssSSmam9mamaasaRSmaaaa9sSaSSSSSSS es 





Spinning Mill IQII 1922 

Mill buildings (including warehouse)..........| $252,800 $ 498,000 
Biresprotectionme 1 see: Baa erstarer stare naseerahate 15,400 30,700 
Eightingppeatr cet teeny crete sha latencies whee ees 8,400 15,800 
Heating and humidifying.. ...0.-..00...s0. 17,600 29,000 
Shatin g eee net Coreen te perro. Neier 7,100 g,000 
Motors and power wiring............-see00 56,000 88,800 
Belting pepe eee ee er tee ee 8,800 15,000 
Supplies and miscellaneous equipment........ 40,100 80,000 
Power plant complete............... siaterasseete 198,300 315,000 
Textile machinery and erection........... Bae 496,400 1,069,200 
Ereightaemrmcer scrim thr: ee Weae mew er 15,800 19,400 
Engineering and contingencies...... aisha cuenhe 111,800 217,000 

pT Ota leer eye a eee hwy, ote ea eee $1,228,500 $2,386,900 


Above buildings of slow-burning construction, three stories for spinning, one story for picking, 
and four stories for storehouse for a six months’ supply. 

Sprinkler and hydrants for fire protection, electric lights, steam coils for heating, individual 
heads for humidifiers. 

Power houses with steam turbines. 

Drives were individual motors on pickers, two and four frame for roving and spinning, and 
group drive for balance of machinery. 


The estimated cost as of January 1, 1911, and January 1, 
1922, of erecting and equipping a weaving shed containing 1,280 
automatic looms to weave print cloths 3814 inches wide, 5.35 
yard, 64 x 60 threads per inch and of carded No. 28.5 warp and 
No. 39 filling was as follows: 

















Weave Shed IgiI 1922 

Manufacturing buildings, including plumbing....| $180,500 $360,900 
Fire protection, including tank, hose, houses, 

hydrantswand sprinklers) nee ee etme eel: 10,400 19,300 
Lighting, including transformers and wiring..... 4,100 7,800 
Heating and humidifying..... Meievetstels cuspsregs¥erer ate 18,500 30,700 
Shattinomamecrte: see eae Stele ce. Sve roreeneermiers II,400 14,500 
Motors and power wiring...... Sethe Scie oionients 16,700 25,400 
Bel cin gee tray eeiecima cians sets sieves <afeteuela ers 5,600 9,900 
SUpplCSmae nr enter acaaed saieele eeetetove seus 5,000 10,000 
Rowetplantacompletetaesseteereec eee tot el Os COO 168,700 
Textile machinery... .. a Stalensicie eels ese etna ee kote: « 243,700 416,900 
Eireighitaeremacrec tiie tere Melcievslexctsreisteloretersnene riers 5,000 9,700 
Eneineeting, cOmtin ences .misietscieieisieie t eleeiele es 61,100 116,000 

Hota lemme sete serrate eters ce Baran Warnlsce ti eartncent: $672,000 $1,189,800 


Buildings of slow-burning construction. Shed one story with basement and saw-tooth roof. 
Sprinkler and hydrants for fire protection, electric lights, steam coils for heating, individual heads 
for humidity. Power house with steam turbine. Group drive with shafting in basement. 

Figured that yarns would be received on beams and cones or tubes. 
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Goods woven on automatic looms, 4 ‘ 

Same equipment figured for both 1911 and 1922, but with prices changed according to years— 
Year-Book of the National Association of Cotton Manufacturers with Cotton Manufacturers 
Manual, 1922, pages 195, 196, 198. 


The prices of the Coffeyville Textile Machinery Company for 
typical machines were approximately as follows: 








Drawing | Roving | Spinning : 
Frame Frame Frame Plain 
Card | Comber per per per Loom 
Delivery | Delivery | Spindle 


.60 |$ 83.00 


Date | Finisher 
(January| Picker 
I 


1910 $ 600 | $1,250 $ 60 $6.50 | $2 

IgII 550 1,250 60 5.60 2.50 83 .00 
Ig12 600 1,250 55 5-75 2.50 83 .00 
1913 550 I,200 55 5-50 2.50 83 .00 
1914 500 1,150 55 5.00 2.00 83 .00 
IQI5 525 1,300 60 5.50 220 83 .00 
1916 650 1,300 60 6.75 2.65 85.00 
1917 850 1,400 75 8.50 3.90 IOI .00 
1918 975 1,800 90 I0.00 4.50 152.00 
1919 1,200 2,000 115 13.00 5-50 164.50 
1920 1,325 2,400 125 14.50 6.00 213.50 
1921 1,600 2,500 160 18 .00 7.00 213.50 
1922 1,325 2,250 125 14.50 6.00 147.00 





Although the prices of raw materials had fallen by January, 
1922, the cost of manufacturing textile machinery per unit had 
shown little decline from the peak. Prices of machines had been 
reduced to a cost basis. Though an increase in orders would per- 
mit wider distribution of overhead, it was doubted whether any 
practical reduction in prices below cost would increase sales. 

The company had a large plant and employed skilled workmen. 
Its products were manufactured to order; because of the uncer- 
tainty of specifications on future orders, it was not practical to 
manufacture large numbers of machines for stock. 


Commentary: This problem arose during the period of depression 
which followed a severe business crisis. The chief question, under 
these circumstances, was whether the company could have stimulated 
sales by reducing prices below cost. 

The sale of installations is governed by the demand for the products 
which the machinery turns out; the demand for the machinery, in 
other words, is a derived demand. In January, 1922, the textile market 
was depressed and stocks of yarn and cloth had been accumulating in 
excess of the demand. There was uncertainty also as to whether the 
manufacturing capacity in the textile industry had been expanded 
beyond normal market requirements. Under these circumstances the 
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textile manufacturers, who constituted the market for the Coffeyville 
Textile Machinery Company, were seeking to liquidate surplus in- 
ventories of goods and to find means of securing orders which would 
enable them to operate their existing plants more nearly to full ca- 
pacity. The conditions were not favorable to the construction of new 
mills or to the expansion of existing plants. 

A reduction in prices by the Coffeyville Textile Machinery Com- 
pany below the cost figures, therefore, could not logically have been ex- 
pected to stimulate sales appreciably. The company was receiving 
some orders for necessary replacements. If prices had been further 
reduced, the volume of sales would not have been influenced materially 
and the chief effect would have been to cause a loss to the company on 
the orders which it did receive. 


October, 1927 M. T. C. 


Sympot Exectric Company’ (D) 
MANUFACTURER—MOTORS AND WELDING EQUIPMENT 


Pricinc—Adoption of One-Price Policy. Price competition in the sale of 
motors to firms buying them as factory equipment was keen, and the 
company, which manufactured motors and also electrical welding equip- 
ment, commonly made price concessions to such customers in an effort 
to secure their orders. This practice had an undesirable effect on the 
company’s salesmen and was objected to by the company’s other cus- 
tomers for motors. The company decided, therefore, to adopt a one- 
price policy. 

(1923) 

The Symbol Electric Company manufactured electric motors 
and electric welders. It distributed its products through its 
branch offices in the eastern and central part of the United States 
and through supply firms with exclusive territories in the western 
and southern sections. The company always had followed a one- 
price policy for electric welders but frequently had made price 
concessions on motors in order to meet competitive prices. The 
company decided in 1923 to adopt a one-price policy for its motors 
also and to refuse to offer price concessions. 

The Symbol Electric Company had been manufacturing motors 
since before 1900 and was one of the first companies to develop 
and market electric welders. The welders, which were placed on 
the market in 1913, were sold to manufacturers of iron and steel 
products for use as equipment in the process of manufacturing 
and for their repair shops. Between 70% and 75% of the com- 
pany’s sales of motors were made to about 50 manufacturers of 
direct motor driven machinery for resale with that machinery. 
The remainder of the motor sales were made to users such as 
mills and factories and to machinery dealers, mill supply firms, 
and electrical repair shops. Although about five manufacturers 
had developed welders to compete with the Symbol welder, the 
Symbol Electric Company had been able practically to double 
its sales of welders each year after 1921 at fixed prices which 
were equal to, or higher than, competitors’ prices. The company’s 
salesmen were able to demonstrate that Symbol welders had spe- 
cial features which gave them an advantage over competing 





* Fictitious name. See also Symbol Electric Company (A), (B), and (C), pages 
159, 241, and 494, respectively. 
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welders. Symbol welders ranged in price from $600 to $30,000; 
the welder most in demand sold at $1,000 f.0.b. factory. List 
prices of Symbol motors ranged from $50 to $200; sales were 
most frequent in the $200 size. Sales of welding equipment in 
1923 were over $800,000 and sales of motors were over 
$1,000,000. 

Terms of sale by the Symbol Electric Company allowed dis- 
counts to the company’s exclusive distributors of 20% and 10%. 
The company also paid the distributors a sliding-scale bonus 
based on their annual volume of sales. In the branch territories 
the company made a small volume of sales, chiefly of motors, to 
supply firms and dealers without exclusive territories. Those 
distributors, who frequently represented several lines of motors, 
received discounts off list prices of 20% and 5%, and were paid 
the same rate of bonus as the exclusive distributors. Manu- 
facturers who purchased Symbol motors for resale as standard 
equipment with their products received discounts of 20% and 5%. 
The usual discount which the company wished to offer to users 
was 15% off list prices, but the company frequently had allowed 
a larger discount in order to make sales. 

The motors sold to manufacturers as standard equipment were 
sold not on a price basis but on the basis of their special qualifi- 
cations for meeting the manufacturers’ requirements. Symbol 
motors were especially adapted for use in operating machines of 
variable load, such as hoisting machinery, elevators, and heavy 
machine tools. The motors also had waterproof features which 
made them especially desirable for use in creameries, mines, and 
on pumping machinery. In its advertising the company empha- 
sized the special features of its motors. It urged manufacturers 
of machinery to equip their machines with Symbol motors, which 
were especially well fitted to meet the working requirements of 
such machinery. The manufacturers buying motors as equipment 
for their products rarely requested price concessions and were 
interested more in the special advantages of Symbol motors than 
in competitive prices. 

Price competition was keen, however, in motors which were 
sold to manufacturers as factory equipment. Ordinarily, when 
a new factory was built or when changes in the power distribu- 
tion and application system of a factory were contemplated, the 
representatives of several motor manufacturers solicited the 
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order for motors. Frequently, on an order for over 10 motors 
the prospective purchaser notified the various motor manufac- 
turers of the sizes of motors desired and the purposes for which 
they were to be used and requested bids. Sometimes the sales- 
men or representatives of as many as 30 motor manufacturers 
competed for an order. Juggling of prices usually resulted, since 
the prospective customer after receiving bids or estimates usually 
gave competing motor companies an opportunity to meet the 
lowest price bid or to go lower. Several large manufacturers of 
motors were said to be notorious for their price cutting on large 
orders. The Symbol Electric Company, prior to 1923, did not 
have a definite discount policy on sales of motors as factory 
equipment. Salesmen of the company constantly were requesting 
the company to sanction price concessions in order to meet com- 
petition, and the company frequently had entered the competitive 
bidding until the margin of profit on such sales practically was 
eliminated. 

Officials of the company were of the opinion that sales made 
through price concessions lowered the morale of the sales force. 
The salesmen instead of using real salesmanship in selling the 
products on the basis of their special features and merits were 
forming the habit of relying on the home office for price conces- 
sions to sell the motors. Salesmen, furthermore, were wasting 
time in competing on a price basis for orders on which the com- 
pany could not meet the final low price of large competitors. The 
company preferred its salesmen to devote greater effort to de- 
veloping new customers among manufacturers who used motors 
as fabricating parts with their machinery, to whom sales could 
be made on a profitable basis without price haggling. The sales- 
men were inclined to stress sales volume and immediate sales 
rather than profits and future sales. The fact that the salesmen, 
in addition to their salaries, received bonuses based on their re- 
spective sales and on the relationship of sales expense to sales 
volume contributed to this result. 

Mill supply firms and other distributors which purchased Sym- 
bol motors for resale objected to the price concessions made to 
users by the Symbol Electric Company; the company frequently 
sold motors to users at prices as low as those given the distrib- 
utors. In a few instances, moreover, manufacturers buying the 
motors for resale with their equipment had learned of sales made 
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to users below the price quotations which they received. Although 
the resale manufacturers purchased principally on a quality 
rather than on a price basis, they objected to the Symbol Elec- 
tric Company selling the same motors at lower prices to customers 
whose orders totaled less than their own annual requirements. 

Officials of the Symbol Electric Company estimated that the 
orders which were secured purely on a price basis represented 
about 10% of the total motor sales of the company. If the com- 
pany adopted a one-price policy with no quantity discounts or 
price concessions, it might lose that 10% of its business. 

The company, however, adopted a one-price policy in 192 ay 
A standard discount of 15% from the list prices was given all 
customers except resale manufacturers, who received 20% and 
5%; supply firms and other distributors without exclusive terri- 
tories, who received 20% and 5% and a bonus based on sales 
volume; and the exclusive distributors, who received 20% and 
10% and the bonus on sales volume. Exclusive distributors were 
expected to resell to users on the same terms which the com- 
pany gave such customers but they were not strictly held to this. 
A statement of the company’s one-price policy as it appeared 
in advertisements and bulletins follows: 


OnE Frxep Price—Farr To ALL 


The price of Symbol Motors is fixed. 

Every user can buy them at the same established schedule of 

rices. 

‘ The agent who sells Symbol Motors can always depend upon the 

same margin of profit to reward him for his work. 

There are no special deals for the “tough buyer” or “close com- 
petition.” There is no need to charge the small buyer a big price 
to make up for losses on “big deals.” 

There are no special processes held in reserve by which the in- 
sulation or other details can be made better at an additional cost. 

Every Symbol Motor is as good as it can be made and is sold 
at the same price. 

The company was successful in maintaining its one-price policy. 
Although it lost a large portion of that 10% of its business which 
it ordinarily had obtained on a price competitive basis, its sales 
in 1924 were about 15% above those in 1923 and in 1925 they 
were 15% above those in 1924. Fifteen per cent was about the 
average annual increase of prior years. 
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ComMENTARY: ‘The motors sold by the Symbol Electric Company 
had special characteristics, such as their adaptability for use in operat- 
ing machines working under variable load and their waterproof fea- 
tures, which could be used in appealing to the buying motives of many 
purchasers of motors. Accordingly, the company was following a sound 
policy in promoting the sales of its motors on buying motives other 
than price, although competition undoubtedly made the company keep 
its prices in line with those of competitors. 

The portion of the market for motors which was most subject to 
price jockeying gave the company 10% of its total volume of motor 
sales. Adoption of a one-price policy would jeopardize this part of 
the business. In spite of this, the company acted soundly in adopt- 
ing a one-price policy, primarily because it was thereby enabled better 
to promote the sale of its motors on buying motives stronger for the 
greater part of its business than the economy in purchase motive. The 
practice of shifting prices tends to center attention on price, whereas 
a fixed price policy tends to focus emphasis on buying motives other 
than price. This was to be noted in the effect of the company’s variable 
price policy upon the salesmen. Under a variable price policy the 
salesmen sought price concessions from the company as an easier way 
to effect sales than to lay emphasis on the special qualities of the 
motors. 

Another important consideration in this case was the effect of the 
variable price policy upon the chief channels of distribution of the com- 
pany. Its largest market was among manufacturers who bought the 
motors as fabricating parts for inclusion in machinery which they sold. 
The second largest market was to mill supply firms and electrical deal- 
ers who purchased the motors for resale. The varying of prices in the 
sale of motors as equipment tended to break down the patronage mo- 
tives among the purchasers for resale, who were the more important 
and more remunerative customers of the company. 

The variation in discounts to manufacturers and to different classes 
of electrical dealers was not a deviation from a one-price policy. These 
were trade discounts made openly to certain classes of trade and main- 
tained to all members who fell within the particular classes. In set- 
ting up the trade discounts the company was protecting its channels of 
distribution, 

The relatively small market for equipment in factories was not espe- 
cially remunerative to the company, inasmuch as the company had to 
lower its prices unduly to meet competition. Although the company 
lost considerable equipment business from its change to a one-price 
policy, there was reason to believe that adherence to such a practice 
and constant promotion of the motors by the salesmen and the com- 
pany’s advertising on the basis of motives other than price probably 
would tend, in time, to restore to the company the type of business 
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which had been lost, especially for those uses for which Symbol motors 
were well adapted. 

The case illustrates well the advantages of maintenance of a one- 
price policy by a company whose products have features which make 
possible sales promotion on buying motives other than that of econ- 
omy in purchase. 


July, 1926 N. H. B. 


Rapio INSTRUMENT COoMPANY* 
MANUFACTURER—WEIGHTMETERS 


Pricinc—Lease vs. Sale—Varying Rates for Different Users. The com- 
pany, which manufactured a recently patented electrical device, called 
a weightmeter, for measuring variations in weight or moisture content 
of moving sheets of material during the process of manufacture, had 
to decide upon a method of pricing the device. The company con- 
sidered the following methods: selling the weightmeters outright to 
users; leasing them at a fixed rental; selling them on a royalty basis 
with a uniform initial charge and a varying royalty charge per unit of 
product manufactured; making a uniform initial charge plus an annual 
charge based on the savings resulting from the use of the machines. 
The company decided to make an initial charge large enough to cover 
the costs of manufacture and installation and in addition to charge a 
fixed annual rental, varying between industries in accordance with the 
value of the weightmeter in the industries. 

(1927) 

The Radio Instrument Company was organized in 1925 to 
manufacture and market a recently patented device, known as 
a “weightmeter.” The weightmeter was an electrical instrument 
so designed as to indicate the variations in weight or moisture 
content of moving sheets of materials during the process of manu- 
facture. Some materials that could be so measured were sheet 
rubber, tire fabric coated with rubber, shoe lining, paper, cellu- 
loid, roofing, and sheet metals. Weighing of sheet material in 
the process of manufacture ordinarily was done by mechanical 
methods, but such mechanical measurements frequently were 
crude and inexact. 

As research and experimentation with the weightmeter pro- 
gressed, it became evident that the device could effect a consider- 
able saving in manufacture and could help in standardizing the 
quality of products in the rubber, paper, textile, and other in- 
dustries. The value of the weightmeter to users would vary 
widely according to use. This fact complicated the company’s 
problem of pricing and marketing its product. 

In its operation, the weightmeter depended upon the working 
principles of a radio receiving set. The inventor had noted 
when operating a radio set that a sheet of paper or other material 
~ * Fictitious name 
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placed between the condenser plates caused a change in the 
tuning of the set, and furthermore, that the variation in the tuning 
increased as the quantity of the material inserted was increased. 
Realizing that this phenomenon might be utilized in industry as 
a means of checking weights of materials, he developed a machine 
whereby a sheet of moving material whose weight was to be 
checked could be passed between the condenser plates of a radio 
hook-up. The machine did not record the weight of the material 
in pounds or other units as it passed between the plates of the 
condenser but showed variations from a standard for which the 
machine was set at the time. In other words, the machine worked 
upon the principle of matching standard samples. 

A needle, called the indicator, which could move from left 
to right over a calibrated scale, was connected to an electrical 
circuit containing the condenser plates between which the moving 
sheet of material passed. The indicator corresponded to the loud 
speaker in a radio receiving set. The standard sample placed 
between the condenser plates determined the natural radio fre- 
quency of the circuit, and thus its degree of response to an 
impressed radio frequency. A dial connected with a compensating 
condenser in the same circuit could be tuned so that the indicator 
pointed to zero, on the calibrated scale. When the indicator 
pointed to zero, the reading of the dial furnished a permanent 
record for the setting of the machine to the control point for 
material in process which was to match the sample. A variation 
in weight of the material passing between the condenser plates 
thereafter would cause the indicator to vary to the right or 
left from the zero mark on the calibrated scale. The amount of 
variation as shown on the scale would permit determination of the 
variation in weight from the standard sample. 

To describe the operation of the machine, its use in a rubber 
factory is given. The weightmeter was attached to a rubber 
calender so that the sheet of rubber stock passing through the 
calender moved between the condenser plates of the weightmeter, 
which was set according to the sample of material to be matched.” 





* A typical rubber calender consisted of a large frame which supported three 
hollow, steam-heated rollers placed in a vertical plane one above the other. Between 
the rollers a strip of fabric was run and into this fabric, as it passed between the 
rollers, rubber compound was pressed. The rollers could be adjusted so as to 
increase or decrease the distance between them, and this distance determined the 
thickness of the finished product. 
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The operator could adjust the calender rolls when the indicator 
showed that the weight of the material was running either above 
or below the standard. The indicator responded to very slight 
variations in the weight of the substances. For example, by the 
use of the weightmeter, inner tube stock for automobile tires 
could be kept at less than 1% of variation from the desired 
weight, and tire fabric could be kept at about 1%. 

The device first had been experimented with in a paper mill 
as a means of checking the weight of a moving sheet of paper 
in the process of manufacture. By the end of 1926, it had been 
found that the device could be used, not only in controlling the 
weight of the paper, but also in controlling the moisture content 
of the paper as it came from the calender. A paper machine, 
therefore, could use two weightmeters: one to detect changes in 
weight, and one to detect changes in moisture content. It was 
important that the moisture content of paper be kept as nearly 
constant as possible. This was true, in the first place, because 
paper manufacturing companies sold paper by weight, and, in 
the second place, because variation from the desired moisture 
content, especially in newsprint, caused difficulty, waste, and an- 
noyance when the paper was run through printing presses. News- 
print that was too dry, for instance, had a tendency to become 
charged with static electricity, which prevented smooth running 
through printing presses. A paper mill which could furnish news- 
print with a standard moisture content had a valuable selling 
point. The existing methods of controlling moisture content of 
paper were crude and subject to error. The weightmeter, however, 
indicated slight variations in the moisture content. An operator, 
by changing the steam in the drying rolls in accordance with the 
readings of the weightmeter, could hold the moisture content of 
the paper to a desired standard. 

As the experimentation progressed, it became clear that even- 
tually there would be developed automatic control devices to be 
used in connection with the weightmeter to control the weight and 
quality of goods in process. When the weightmeter was used with 
only an indicator, an operator had to watch the indicator for vari- 
ations in weight of material in process and then to adjust the pro- 
cessing machines to correct the errors. It was anticipated that 
attachments would be perfected by which the proper adjustments 
could be made automatically, without the assistance of operators. 
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Considerable work already had been done in the development of 
an automatic control attachment for calenders used in rubber 
manufacture; moreover, automatic devices had been developed 
and tested at an affiliated mill for use on paper machines to con- 
trol the weight of paper run. It was expected that an automatic 
control attachment for the steam drying apparatus on a paper 
machine also would be developed. By the end of 1926, the com- 
pany had developed a recorder which, when attached to the 
weightmeter, plotted a graph of the variations in weight of 
material. 

The Radio Instrument Company planned to choose a repre- 
sentative firm in each of eight industries in which the weightmeter 
might be used to cooperate in experimenting with the instrument 
under actual operating conditions. Thereby the company hoped 
to determine the savings which the instruments would effect in the 
manufacture of different products in each industry. By the be- 
ginning of 1927, such experiments had been conducted in the 
plants of a rubber and a paper company. 

The research engineers of the Radio Instrument Company 
stated that the probable savings from use of the weightmeters 
were both tangible and intangible. The savings which could be 
measured partially by experiments and on the basis of cost 
accounting records were, first, those resulting from reduction in 
amount of raw material used, since with accurate measuring over- 
weight of articles would be eliminated, and, second, those resulting 
from increased production per machine-hour and per man-hour. 
Intangible savings would result from increased customer confi- 
dence and goodwill and from expected changes in process allow- 
ing reductions in the number of operatives. 

Through the cooperation of the rubber company, the Radio 
Instrument Company experimented with its machine in the vari- 
ous processes of manufacturing rubber tires and other rubber 
products, such as boots and shoes. As a result of this experimen- 
tation the research engineers of the Radio Instrument Company 
estimated that the use of the weightmeter in tire manufacture 
would result in savings varying from $100,000 a year for an 
unusually large calender to $10,000 a year for each of certain 
small calenders often used in rubber factories. On a relatively 
few calenders in rubber factories the engineers estimated that a 
saving of $30,000 a year per calender might be brought about. 
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The use of the weightmeter on machines for manufacturing rub- 
ber products other than tires brought savings which were sub- 
stantial, according to the Radio Instrument Company’s research 
men, though not often so large as those for tire fabrication. The 
research engineers reported that the rubber company which was 
cooperating in the experiments probably could make effective use 
of 20 weightmeters. The engineers estimated further that if the 
10 largest rubber manufacturers in the United States made full 
use of the weightmeter in their factories, 1,000 weightmeters 
would be required. According to the engineers, savings amounting 
to millions of dollars would result from such use of the machines. 

The manufacture of inner tubes for automobile tires afforded 
an example of the savings expected to result from use of the 
weightmeter. Inner tubes were sold to dealers as being of cer- 
tain weights, but actually the tubes usually varied above or 
below those weights. A tire manufacturer had to keep the varia- 
tions below the standard weights within certain limits in order to 
satisfy distributors and consumers. It was generally conceded 
by manufacturers of inner tubes that, because there had been 
no effective means of measuring variations during the manufac- 
turing process, there had been a tendency to make the tubes over- 
weight in order to avoid any possibility of their being below the 
allowable minimum of variation from standard. Use of weight- 
meters, however, would keep variations in weight within very nar- 
row limits. Thus, the manufacturers could save in raw material. 

In cooperation with the affiliated paper company the Radio 
Instrument Company had experimented for nearly a year with 
the weightmeter and had succeeded in developing a device for 
automatically controlling weight of paper in process on a sulphite 
bond and sulphite “linen” paper making machine. The estimated 
saving through control of the weight of paper was less than the 
saving from control of weight in the rubber industry, both because 
the raw materials entering into paper were less valuable than 
rubber and because the manual control already developed in paper 
manufacture was better than that in rubber manufacture. The 
Radio Instrument Company’s engineers estimated that the saving 
from the use on a sulphite bond and linen paper machine of the 
weightmeter, in connection with the automatic devices, would be 
about $5,000 a year. The paper mill superintendent, however, 
maintained that perhaps the same results in the control of the 
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weight of paper could be obtained by employing an operative 
whose sole duty was to control the weight of the paper as it was 
run through the machine. Such an operative, he stated, would be 
paid not more than $1,500 a year. The engineers of the Radio 
Instrument Company, however, who were well versed in the prob- 
lems of paper manufacture, asserted that the precise control of 
weight that they had demonstrated could not be attained except 
through the use of a precision instrument such as the weight- 
meter, and pointed out the fact that although such control had 
long been desired, it had never been achieved theretofore. 

In the paper industry, the savings for each machine from con- 
trol of the weight of the paper would vary substantially with the 
quality and the quantity of the paper passing through the ma- 
chine. The engineers of the Radio Instrument Company, how- 
ever, roughly estimated that the average savings would be ap- 
proximately $5,000 a year for each machine equipped with a 
weightmeter and with automatic controls attached thereto. 

Control of moisture content was as important in the paper 
industry as control of weight. One large manufacturer of news- 
print had experimented unsuccessfully for several years trying to 
develop a hygrometer which could be used to control the mois- 
ture content of paper. Engineers and executives of this company 
estimated that ability to hold the moisture content constant would 
be worth $100,000 a year for each large modern newsprint ma- 
chine of the company. One manufacturer of newsprint had six 
newsprint machines; most other paper companies had a smaller 
number. Newsprint machines were of enormous capacity. Sav- 
ings to be realized through control of moisture content for other 
types of paper were not so large reckoned by machines. Never- 
theless, the average potential saving for each such machine was 
estimated to amount to thousands of dollars a year. 

The Radio Instrument Company realized that the estimates 
of its engineers might be subject to skepticism and disagreement 
on the part of the engineers and executives of the manufacturing 
companies which were potential users of its machine. 

The Radio Instrument Company was a subsidiary ot a paper 
manufacturing company. The executives of the subsidiary com- 
pany had had no experience in the manufacture and marketing of 
precision instruments, and the company did not have factory 
facilities for the manufacture of such instruments. The first in- 
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struments with which the company experimented under operating 
conditions were assembled for the company by a manufacturer of 
electrical apparatus. Certain of the castings were made according 
to drawings and specifications provided by the Radio Instrument 
Company, but the rest of the device consisted mostly of standard 
radio and electrical parts. Officials of the Radio Instrument Com- 
pany estimated that the instruments could be manufactured by 
the present maker on order in lots of 100 or more at a price of 
from $600 to $700 apiece, billed to the Radio Instrument Com- 
pany. While some savings in manufacturing costs might be 
expected from increasing the volume of output of the machines, 
such savings would not be large. Moreover, the maximum num- 
ber of machines which might be sold would be relatively small, 
so that saving by quantity production was not a consideration in 
the manufacture and marketing of the device. 

The basic principles of the invention were fully covered by 
patents not yet litigated, but apparently remarkably strong, and 
the company employed an able patent attorney and an engineer 
who was an expert in patent procedure to keep the new develop- 
ments covered by patent applications. 

The company’s instrument had no direct competition. Other 
mechanical weighing devices had been on the market for several 
years available for similar service in particularly suitable fields, 
but they were said to be complicated and delicate, lacking in pre- 
cision even when new, and likely to go out of adjustment. These 
competing machines were sold outright for $1,500 each, but only 
a few had been sold and some of these stood idle. 

Executives of the Radio Instrument Company at first had 
planned to sell the weightmeters outright to users. They had dis- 
carded this plan, however, their reasons being that the number of 
the instruments needed in industry was limited; that new and im- 
portant applications of the device constantly were appearing; that 
a price commensurate with the value of the instrument to an 
industrial firm might be so high that the firm would not purchase; 
and that the instrument did not have the same value to different 
industries nor for different products in the same industry. 

The executives also had considered leasing the instrument at 
a fixed rental. They had rejected this plan, however, because a 
uniform rental per machine would have to be based on the instru- 
ment’s value to manufacturers finding it least useful rather than 
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on its value to those firms where it effected the largest savings. 

It also had been suggested that the company should sell the 
machines on a royalty basis with a uniform initial charge sufficient 
to cover the cost of manufacturing and installing the instruments 
and a royalty charge for each unit of product manufactured, the 
royalty charge to vary for different products in accordance with 
the value of the machine in their manufacture. In talking with 
officials of rubber companies, however, executives of the Radio 
Instrument Company learned that some, at least, of the rubber 
companies would object strongly to a royalty basis because they 
did not wish to release production figures. Manufacturing pro- 
cesses differed between companies, furthermore, so that it was 
difficult to apply a uniform royalty to similar products of different 
companies. 

The Radio Instrument Company also had considered placing 
the instruments with companies at a uniform initial charge plus 
an annual charge equal to one-tenth the savings resulting from the 
use of the machines. The company, however, had encountered 
difficult cost accounting problems in an experimental attempt 
which it had made to determine definitely the savings resulting 
from the use of the instruments in the plant of the cooperating 
rubber company. It also would be difficult to arrive at agreements 
with users as to the savings effected. Processes in manufacturing 
constantly were changing, and the use of the instrument might 
cause further cost-reducing changes, the savings from which could 
not be attributed entirely to the weightmeter. 

The president of one rubber manufacturing company whom the 
executives of the Radio Instrument Company approached was of 
the opinion that the price of the machine should not be based 
upon probable savings to users. This executive held that the 
weightmeter was merely a precision instrument to indicate varia- 
tion from standard and that any saving that was effected would 
depend upon the use made of the information supplied by the 
weightmeter in controlling operating processes. He stated that 
if the Radio Instrument Company developed automatic devices 
which of themselves would control manufacturing processes, then 
the company could expect to share in the saving effected. 

In January, 1927, it appeared advisable to executives of the 
Radio Instrument Company to get into operation as many as pos- 
sible of the machines with merely the indicator instrument and 
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without the recording graph or automatic control devices. The 
executives were confident that a company had only to use the 
indicating machine to realize its value. They proposed to make 
an installation charge large enough to cover the costs of manu- 
facture and installation and in addition to charge a fixed annual 
rental. The fixed annual rental probably would not be the same 
for different industries, but would vary roughly in accordance 
with the value of the weightmeter in the industries. Whether there 
should be variation in the rental charge between installations in 
the same industry was undecided. It was proposed to put into the 
contract with lessees a provision that no recording devices or auto- 
matic controls were to be used in connection with the weightmeter 
except with the cooperation and express approval of the Radio 
Instrument Company. The company expected to make additional 
charges for the use of recording and control devices in connection 
with the precision instrument. Such charges, it was anticipated, 
would be varied in accordance with the value of the devices to 
users, so that the Radio Instrument Company would benefit in 
proportion to the economies effected. The inventor of the instru- 
ment already had worked out an automatically controllable rubber 
calender feed, and one had been built, but not yet tried out, as of 
January I, 1927. 

The company planned to have an adequate repair service de- 
partment and to provide expert repair service to users at cost. 


CoMMENTARY: ‘The most serious question raised in this case con- 
cerned the price at which the weightmeter was to be sold or leased. 
Several other questions were involved, to be sure, but they were more 
easily disposed of than the determination of the price. The question 
of whether to lease or to sell outright was of vital interest. Provided 
the right terms were fixed, however, the company very likely would 
have found it practical to offer prospective customers an option between 
leasing and outright purchase.’ The same basic question arose, more- 
over, in determining lease terms as in fixing prices for outright sale. 
That question was whether to charge varying rates for different uses. 

In determining the terms of sale or lease, the company was concerned 
with two sets of factors. On the one hand was the cost of making and 
selling the weightmeter, including, of course, all experimental and 
patent expenses. The price had to be high enough to cover the cost, if 
the enterprise was to succeed. On the other hand, the savings to be 
realized by the use of the device were to be reckoned. The buyers 
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obviously could not afford to pay more than the savings that would 
accrue to them. The fact that the potential savings varied, however, 
not only between industries but between various uses in the same in- 
dustry placed a variable upper limit on the price to be set; that was 
the genesis of the problem. 

The protection granted to an inventor by the patent laws shows 
clearly the purpose of the government, as a matter of public policy, 
to foster invention by granting the inventor of a new device the priv- 
ilege of charging monopoly prices for it during the life of the patent. 
It is entirely proper for a patentee, therefore, to set such a price or 
prices on his invention as will enable him to reap as large a reward as 
possible. Hence, the Radio Instrument Company was following a 
Proper course in setting its prices primarily with reference to the sav- 
ings to be effected by the use of the weightmeter. Those savings were 
so far above the cost of manufacturing and selling the device that, 
under the circumstances, cost was not a determining factor in fixing 
the price. 

The variations in the savings to be effected by the use of the weight- 
meter on different installations and in different industries afford a 
concrete example of the manner in which the utility of an article varies 
under different circumstances. Some aspects of the subject of the in- 
fluence of varying utility on the determination of value and price have 
been discussed extensively by numerous writers on economic theory. 
It is to be noted in this case that on a large calender in a rubber factory 
the savings were estimated at $100,000 a year; on some other cal- 
enders at $30,000 each per year; and on a much larger number of 
calenders at $10,000 each per year. In the paper and newsprint in- 
dustries the estimated savings per instrument per year ranged from 
$100,000 down to $5,000 and an indefinite minimum of “thousands of 
dollars.” 

The promoters of the enterprise apparently were of the opinion 
that the price should vary according to the use to which the machine 
was to be put. Inasmuch as the savings would be much larger in some 
uses than in others, such a policy seemed to be a proper means of 
obtaining the full benefit of the patent rights. 

The case in favor of a varying levy depending upon the use of the 
machine, however, was not to be disposed of so simply. There was 
much to be said in favor of a flat rate, even though that rate was fixed 
by the least economical purpose for which the instrument was sold 
or leased. In the first place, the same type of instrument was to be 
used for all the various purposes. Secondly, the variations in utility 
were not in any way peculiar to this device; they occur in the uses of 
practically every article of commerce, even though they do not often 
stand out in so clear objective as in this instance. The general ex- 
perience in industry is that a flat price is more satisfactory and more 
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practical than a varying price, and there is no convincing evidence 
that such a conclusion should not have been reached in this instance. 

The positive advantages of a flat levy for this instrument can be 
stated briefly as follows. There was lack of agreement as to the sav- 
ings to be made in the various uses; hence, varying rates meant con- 
tinual disputes with prospective customers. Conditions were con- 
tinually changing in the industries where the device could be used, 
moreover; thus, continual changes in rates would be necessary if vary- 
ing rates were charged. The machine was not indispensable, and a user 
who was asked to pay more for the use of the machine for one purpose 
than for another would feel that he was being exploited and would 
become antagonistic; thus, sales resistance would be engendered. In 
this instance, as in so many others in business relations, the emotional 
factors were likely to play a large part and the most fruitful course 
would be one that avoided the arousing of antagonistic sentiments. 
Unless expensive and probably offensive means of inspection and con- 
trol were adopted by the Radio Instrument Company, furthermore, a 
user would obtain the machine for one purpose and use it for another, 
if the rates varied. I doubt if that eventuality could be guarded 
against successfully by the Radio Instrument Company. If it could 
not, the scheme of varying rates could not actually be carried out. 
Finally, by charging a flat rate instead of a varying rate, the fact that 
for a few purposes large gains would accrue to the users would aid 
greatly in securing sales momentum, thereby stimulating sales for 
other purposes. That sales momentum very likely would more than 
counterbalance the loss of income that might have been obtained by 
charging higher rates for the more profitable uses. Thus, a flat rate 
not only had the merit of avoiding the arousal of emotional antagonism 
but it also could be utilized as a strong positive influence in promot- 
ing sales. 

The reasons for using the same flat rate for all industries were not so 
evident as those for having only one rate within an industry. The 
easiest course in selling, nevertheless, was to have the same price 
for all purchasers, whatever the industry or use. Thereby a broad 
program of sales promotion could be undertaken in which attention 
was focused on the merits of the machine rather than on trading for 
price. A uniform price, not subject to trading, inspires confidence in 
the seller and that confidence was essential in this case. My conclu- 
sion, therefore, is that the instruments should have been sold or leased 
at a flat rate. 

The question of the methods and terms of sale for the automatic 
control devices that were being developed is not taken up here. A 
discussion of that subject with so many facts undetermined would be 
premature. 


February, 1927 M. T. C. 


CarRTON MACHINERY Company? 
MANUFACTURER—PACKAGING MACHINERY 


Leasinc—Use of Both Lease and Outright Sale. Previous to 1910, the 
company, a leading manufacturer of packaging machinery, had dis- 
tributed its product to manufacturers of packaged goods under 10-year 
leases. From 1910 to 1926, however, because of a change in trade cus- 
tom toward outright purchase, the company offered its machines for 
either purchase or lease. Although the company made more profit 
by leasing its machines than by selling them outright, it decided to con- 
tinue offering them for either purchase or lease. Since it did not have a 
monopoly through patents or designs, it was unable to enforce ac- 
ceptance of lease terms in the face of increasing trade preference for 
purchase, and it did not wish to give up the lease system entirely, be- 
cause only by this method could its product be made available to com- 
panies of small capital. 


(1926) 


From its organization in 1890 until about 1910 the Carton 
Machinery Company had leased its packaging machines to manu- 
facturers of packaged products for periods of 10 years. The cus- 
tom of the trade at that time was to distribute practically all 
packaging and wrapping machinery under leases; the users of the 
machines ordinarily preferred a lease contract to an outright pur- 
chase. After 1910, however, many of the larger users of pack- 
aging machinery had offered to purchase the machines. In order 
to conform to this change in trade custom, the Carton Machinery 
Company then had offered its machines for either purchase or 
lease. The relative number of machines distributed on leases as 
compared with the number sold outright had diminished steadily 
until in 1925 the number of leased machines represented only 
about 10% of the total number of machines distributed during 
the year; 10 years previously the machines distributed on lease 
had amounted annually to about 75% of all machines distributed. 
In 1926 the company debated whether to attempt to increase the 
number of machines leased or whether to discontinue the leasing 
system. 

The Carton Machinery Company manufactured packaging 
machinery to fill, seal, and label packages. The machines were 
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adapted for use in packaging any sort of dry, free-flowing ma- 
terial, such as flour, cereal, and coffee. Since the capacity of such 
machines was in excess of 15,000 packages a day, and since the 
unit price ranged from about $2,500 for a single-operation ma- 
chine to $20,000 for a set of machines performing all packaging 
operations, the market for the machines practically was limited 
to large manufacturers of nationally advertised products. The 
company had less than 500 regular customers. Sales were over 
$1,500,000 in 1925. During the preceding five years the company 
had spent annually between $100,000 and $150,000 in develop- 
ment work to improve its machinery. The sales organization of 
the company was small, consisting of four branches with one or 
two salesmen and a field service man at each branch. Salesmen 
were paid a commission of 5% on sales. On lease contracts sales- 
men received the 5% commission figured on the total income to 
be secured from the lease during the 10-year period. 

Although the Carton Machinery Company was one of the lead- 
ing manufacturers of packaging machinery, it never had had a 
monopoly through designs or patents. At least two competing 
companies manufactured complete lines of packaging machinery 
which performed the same functions as the machinery of the 
Carton Machinery Company. These competing companies usually 
followed the same practices as the Carton Machinery Company 
in regard to terms of sale. 

The lease contracts granted by the company during 1925 did 
not differ materially from those drawn up during preceding years. 
Each contract provided for a lease of 10 years. The lessee agreed 
to make an initial payment amounting to 35% of the selling price 
of the machine, and to make equal annual rental payments of 
such amount that the total payments which the lessor received in 
the 10 years would amount to 10% more than the initial selling 
price, plus interest at 6% on the unpaid balances over the 10-year 
period. The contract was so drawn that in case of bankruptcy of 
the lessee the Carton Machinery Company could recover the ma- 
chinery and present a claim which ranked with those of other 
creditors for the balance of the 10-year rental. At the end of the 
10-year period the lease could be renewed or the machinery could 
be returned to the lessor. 

The Carton Machinery Company rendered installation service 
and advice through its field service men for a charge of $15 a day. 
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Service men at all times were available at the branches, and a 
lessee could secure repair services by paying a service man’s 
transportation expenses to and from the nearest branch and $15 
a day for the time which he spent in making repairs. The use of 
service men was necessary only for major difficulties and for 
overhauling. Most of the day-to-day adjustments and minor 
repairs could be cared for by mechanics in the lessees’ factories. 
The Carton Machinery Company kept a stock of repair parts 
which a lessee could purchase, and the company agreed to replace, 
free of charge, any parts found defective within a year of the start 
of the lease and any parts which became unfit for use on account 
of wear during the term of the lease. The value of the repair 
parts required during the ro years of a lease normally amounted 
to about 1% of the original value of the machine. The company 
did not furnish free repair parts for machines sold outright. Out- 
right purchasers paid the same charges as did lessees for the 
assistance of service men. 

From the standpoint of the Carton Machinery Company, it was 
more profitable to lease the machines than to sell them. The 
financial risk involved in leasing the machines had proved rela- 
tively small, and over a period of years this risk had been decreas- 
ing as the companies which manufactured food products became 
stronger financially. On a leased machine the company secured 
over a 10-year period an additional 10% of the selling price of the 
machine and received the usual rate of interest as a financing 
charge. At the end of the 10-year period, the machines usually 
were in good operating condition but had little more than scrap 
value, since improved models usually had been introduced which 
made the older machines partially obsolete. In many instances, 
however, lessees at the end of 10 years had renewed the leases on 
the machines for an additional 10-year period at the same annual 
rental payment. In most other instances the lessees at the end of 
the 10 years had purchased new machinery from the Carton 
Machinery Company to replace the leased machinery. The actual 
operating life of the machinery was from 15 to 20 years; and a few 
companies which had purchased machinery outright still were 
operating machines purchased 15 years before. 

The officials of the Carton Machinery Company attributed the 
change from leasing to outright selling in the packaging machin- 
ery trade to changes in economic conditions during the years 1910 
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to 1925. Prior to 1910 the companies which used packaging ma- 
chinery for the most part were relatively small and had limited 
capital. Most food products then were sold in bulk, with the 
result that many companies manufacturing food products had not 
developed wide distribution for their goods or recognition for their 
brands. Because of their limited capital, these companies pre- 
ferred to lease packaging machinery. A manufacturing company 
which used packaging machinery often had secured a greater 
return on its capital by employing the capital in other phases of 
its business and by leasing the packaging machinery at a cost 
which over a 10-year period was higher than the purchasing price. 
After 1910, as the food products companies increased their capital 
resources and widened their distribution, they became increas- 
ingly desirous of purchasing packaging machinery rather than 
leasing it. As these manufacturers grew, packaging machinery 
came to represent a relatively smaller part of their total invest- 
ment in plant and equipment. 

The Carton Machinery Company’s sales had increased steadily 
after 1910. The annual gross receipts of the company from sales 
and lease rentals had increased from about $270,000 in 1912 to 
over $1,500,000 in 1925. During this same period, the total value, 
after depreciation, of machines leased had fluctuated between 
$650,000 and $700,000. The company depreciated the value of 
the leased machines on its balance sheet at the rate of 10% a year, 
so that the value of a machine was written off entirely at the end 
of the 10-year-lease. 

The company decided to continue offering its machinery either 
for lease or for outright sale, since it was not in a position to 
compel the acceptance of lease terms against an increasing trade 
preference for outright purchase. The company believed it should 
continue to offer lease terms in order to make its high-value ma- 
chinery available to companies of small capital. 


Commentary: This problem raises the question of the use of the 
lease as a marketing tool in place of the contract for outright sale, 
and throws some light upon the conditions under which the lease may 
operate as a marketing tool. 

From the standpoint of a selling company, the chief motive for the 
use of the leasing system in preference to outright sale is usually that 
of gain. If conditions are such that a company can induce a lease of its 
product in place of purchase, then frequently a larger gain may be 
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obtained than would occur from outright sale. Such was the situa- 
tion with the Carton Machinery Company. Under the terms of the 
contract, as outlined in the case, this company received a greater profit 
under the leasing contract than it did from outright sale. 

Moreover, under the terms of its lease, the Carton Machinery Com- 
pany was assured that the full value of the machinery would be ab- 
sorbed during the life of the contract. In other words, the company 
was free from the risk of obsolescence of leased machinery. 

In spite of the fact that it might have made a larger profit by dis- 
tributing its product under a leasing plan rather than under the pro- 
gram of outright sale, this company had made a rapid change from 
the leasing system to outright sale during the period from 1910 to 
1926. To find the explanation of this change, it might be well to 
examine some of the reasons to which the use of the leasing system 
frequently is ascribed. 

One reason frequently given is that for certain products marketing 
or distribution is easier under the leasing system than under the plan 
of outright sale, because a large initial outlay is not required of the 
lessee. For example, the United Shoe Machinery Company has stated 
that the large initial price which would have to be placed upon its 
machines, in order to absorb the charges incident to research and de- 
velopment, would greatly limit its market under a plan of outright 
sale. In other words, many small operators would not be able to pur- 
chase outright such machines. They can, however, afford to pay a 
Toyalty upon the products manufactured by the machinery. 

Such apparently was the situation in the early stages of the sale of 
the automatic packaging machinery of the Carton Machinery Com- 
pany. As stated in the case, prior to 1910 the companies which used 
packaging machinery for the most part were relatively small and had 
limited capital. Because of their limited capital these companies pre- 
ferred to lease packaging machinery. 

After 1910 this cause ceased to operate. The companies were large 
enough: to purchase the machinery and preferred to do so. To be in 
a position to refuse such requests for outright sale, the Carton Ma- 
chinery Company would have needed a monopoly of packaging machin- 
ery through patents or a virtual monopoly through possession of a 
greatly superior product. As a matter of fact, although the company 
was a very important factor in the packaging machinery business, it did 
not have a monopoly. Users of the machinery could turn to other 
manufacturers, who, in order to gain sales, probably would be willing 
to break away from the leasing system. Not having controlling pat- 
ents, the Carton Machinery Company was not in a position to force 
leasing. Its position may be contrasted with that of the United Shoe 
Machinery Company which, through the control of basic patents, has 
possessed virtually a monopoly for certain types of shoe machinery. 


538 HARVARD BUSINESS REPORTS 


Another motive that has often led to the employment of the lease 
in place of outright sale, is the desire of a manufacturing company to 
control the supplies and to safeguard the repair service for its products 
so that the reputation of the products may not be impaired. For ex- 
ample, until the Clayton Act was declared by court order to prohibit 
such terms, the United Shoe Machinery Company specified that only 
supplies purchased from it should be used in the machines which it 
leased. Manufacturers of tabulating machinery have specified that only 
their own tabulating cards shall be used in their leased machines. 
Under the common law such restrictions were permitted under a leas- 
ing system, whereas they were not permitted under a contract of out- 
right sale; but the Clayton Act has done away with this situation. The 
argument for the control of supplies and repair service in such cases is 
that the use of other supplies or repairing might impair the machinery 
in such a way as to injure its reputation. 

This argument for the use of the leasing system to provide control 
of service and supplies did not apply in the case of the Carton Ma- 
chinery Company. In the first place, the company did not sell sup- 
plies to be used on the machines. In the second place, the company 
necessarily found it advisable to permit users of its machines to make 
ordinary adjustments and repairs upon the machines. Such machines 
were employed only in large plants, which ordinarily had mechanics 
on the force capable of making the necessary day-to-day repairs 
and adjustments. Moreover, the users of the machines were widely scat- 
tered, and it would have been uneconomical for the Carton Machinery 
Company to attempt to maintain a repair force which could give the 
quick service that is required in industrial operations. In the case of 
the United Shoe Machinery Company, the manufacturers using its 
machines usually are located in a few shoe manufacturing centers, 
where service stations can be established to serve the community. 

Another motive for the use of the leasing system closely allied to 
the first one mentioned, namely, the larger gain to be had under the 
leasing system, comes from the desire to prevent the development of 
a second-hand market for the product. For example, the Bradstreet 
rating service is not sold outright but is leased. The volumes which 
are delivered periodically are left only after the old volumes are taken 
up. The lessees of the service agree not to permit the volumes to go 
into other hands. If outright sales were made, the older volumes 
would set up competition with the current publications of the company. 

This motive of preventing a second-hand market might apply to 
some extent in the case of the Carton Machinery Company. Customers 
buying machinery outright might, when they purchased new machines, 
sell the old machines to other users. Moreover, a plan of outright sale 
might tend to reduce the market for new machines by encouraging 
customers to use the machines for more than the 10-year period pro- 
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vided under the lease. Operating against such a second-hand market is 
always, of course, the relative inefficiency of the obsolescent machinery. 
As pointed out before, however, even though the Carton Machinery 
Company might have preferred the leasing system as a means of pre- 
venting a second-hand market, it was not in a position to force such a 
system upon consumers. 

The situation may be summarized briefly as follows. The Carton 
Machinery Company probably would have made a greater profit under 
a leasing system than under a scheme of outright sale. To have been 
able to enforce the leasing system, however, the company would have 
needed to have a virtual monopoly. This monopoly did not exist; 
therefore it was well for the company to turn to a scheme of outright 
sale. On the other hand, it was a sound plan to make available to 
those who desired to use it the opportunity to lease machines rather 
than to purchase them, inasmuch as the smaller initial payments re- 
quired under the leasing system enabled the company to place machines 
in use which would be disposed of with difficulty under a plan of 
outright sale. 


May, 1926 N. H. B. 


Lorry Company’ 
MANUFACTURER—MACHINERY AND TOOLS 


ADVERTISING—Selection of Mediums. Advertising by the company, a manu- 
facturer of machinery and tools, consisted of advertisements in trade 
papers, the issuance of both general and special catalogs of its products 
at regular intervals, and the publication of instruction books on the 
processes performed by its machines. Because reports of its selling 
organization indicated a tendency for purchases of machinery and tools 
to be made by general executives rather than by the factory foremen 
and superintendents interviewed by its salesmen, the company consid- 
ered supplementing its regular advertising by a campaign in scientific 
and management magazines, directed to general executives and directors 
of manufacturing companies and supported by direct-mail campaigns. 


(1925) 


The Lorry Company was a well-established, progressive manu- 
facturer of machinery and tools. This company, from its incep- 
tion, had used advertising. During the early years of its existence, 
it had used circulars and bulletins to announce its products. From 
1870 to 1925, it had issued a complete general catalog, at inter- 
vals ranging from one to five years. In addition it had issued sep- 
arate catalogs of the various parts of its lines for those interested 
only in certain items. With the beginning of trade papers, it began 
to advertise in them until, in 1925, it was represented in practi- 
cally every trade paper that was likely to be read by men inter- 
ested in equipment such as it manufactured. Reports of the 
selling organization indicated that purchases of machinery and 
tools were being influenced more and more by the general execu- 
tives of the purchasing companies, upon whom the salesmen of 
the Lorry Company did not call regularly. Previously, the super- 
intendents in charge of manufacturing, whom salesmen visited 
regularly, had been looked upon as generally responsible for 
initiating the purchase of machinery and tools. Because of the 
reports as to the growing influence of general executives upon pur- 
chases of machines and tools such as the company sold, it was 
proposed, in 1925, to add to the regular advertising of the com- 
pany a campaign in scientific and management magazines, such 
as_the Scientific American, Factory, Industrial Management, 
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Industry Illustrated, and Management, and to use direct-by-mail 
campaigns to supplement that advertising. 

The company distributed nationally its heavy machinery and 
tools, either through its sales branches or through representatives 
to whom it granted exclusive territories. The smaller tools were 
sold directly to a large number of dealers, usually retail supply 
firms. 

The company’s industrial and trade paper advertising, which 
had been directed to users, had been descriptive mainly of the 
mechanical features of the products. If a user wrote to the Lorry 
Company for information, he was sent either a general catalog or 
a catalog of that part of the line in which he expressed an interest. 
The company sent copies of the general catalog and of the special 
catalogs to its regular customers and distributed the remainder, 
which formed the greater part of each issue, to prospective cus- 
tomers through its dealers, representatives, and selling branches. 
The company’s salesmen, who worked from the selling branches, 
distributed catalogs to those members of manufacturing organiza- 
tions with whom they came in contact and who seemed likely to 
be interested in the purchase of additional equipment. 

The Lorry Company also issued textbooks of general informa- 
tion on particular mechanical processes. These were distributed 
to those companies interested and, to a limited extent, to schools 
for mechanics. These treatises contained some advertising of 
those products of the Lorry Company which could be used in 
connection with the points covered in the text. The company also 
published instruction books on the operation and construction of 
the machines it manufactured; it distributed these to the cus- 
tomers interested in those types of machines and sent one with 
each machine shipped from the factory. 

Because the company valued its general catalog highly as a 
means of increasing its goodwill, in 1925 it determined to issue 
that catalog at least every two years. It planned to continue to 
issue its various catalogs indefinitely and also to continue the 
publication of instruction books and general treatises, revising 
them as frequently as necessary. 

In 1924 the company had made its first systematic direct-by- 
mail campaign, upon which it had received several favorable com- 
ments from the trade. Over a period of 9 months it had issued 
12 booklets, each describing one of the smaller tools which it 
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distributed through dealers. It had sent these booklets to a list, 
supplied by its salesmen, of the companies using such tools. 
Approximately 6,000 copies of each of the 12 booklets had been 
distributed. In conjunction with this campaign, the company 
issued a series of 12 stickers, each set reproducing in miniature 
the cover of one of the booklets. Two weeks before a booklet was 
mailed, stickers reproducing the cover were sent to the dealers 
for attachment to their letterheads and billheads. While no 
tangible results were traced to this campaign, favorable comment 
indicated to the company that other direct-by-mail campaigns of 
a similar nature would create additional goodwill and increase its 
sales volume. 

The proposal to advertise in scientific and management maga- 
zines was based on reports from the selling organization that, in 
manufacturing companies, the tendency was for large equipment 
purchases to be made by nontechnical purchasing agents after 
authorization by vote of the directors, rather than made directly 
on the recommendation of the factory foremen and superinten- 
dents as formerly. Furthermore, by 1925, mechanics, it was 
stated, generally had ceased to take a personal interest in their 
machines or to urge the purchase of new machinery and tools 
when they were dissatisfied with their equipment or when they 
discovered different equipment which would do the work better. 

The advertising manager of the Lorry Company thought that 
industrial papers did not reach the directors of manufacturing 
companies and that they reached only a part of the purchasing 
agents who controlled the purchase of such equipment as the 
Lorry Company manufactured. Nontechnical advertising in 
scientific and management magazines was proposed as a means 
of impressing the name of the Lorry Company upon the memory 
of directors, so that they would recall it whenever they contem- 
plated the purchase of equipment. Although general publications, 
such as the Saturday Evening Post, might reach more of the gen- 
eral executives of manufacturing companies than the scientific 
and management magazines reached, they were rejected as me- 
diums, because the waste circulation made the cost of advertising 
in them prohibitive. 

It was recommended that the proposed advertising in scientific 
and management magazines be supported by direct-mail cam- 
paigns, presenting in a general way, to those reached by this 
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advertising and by the industrial paper advertising, the subjects 
on which technical booklets, catalogs, and treatises had been 
written. Instead of giving a technical treatment of the subjects, 
these circulars would endeavor to link the machine or tool in- 
volved with the name of the Lorry Company. 

It was estimated that the cost of an advertising campaign in 
the scientific and management magazines, with supporting direct- 
by-mail campaigns, would be approximately $2 5,000 annually, of 
which $15,000 would be spent for the magazine advertising. An 
appropriation of $15,000 would permit the use, once each month, 
of from one-half page to a full page in the Scientific American, 
Industry Illustrated, Management, Factory, and Industrial Man- 
agement. Because the Lorry Company operated its own photo- 
graphic department, it did not need so large an appropriation as 
would a company which did the same amount of advertising but 
which had to purchase its art work from outside sources. 

For several years prior to 1925, one-half of the annual adver- 
tising appropriation of the Lorry Company had been spent for 
space in periodicals, and one-half had been expended for catalogs, 
treatises, and booklets. While the company was able financially 
to make an additional expenditure of $25,000 annually for adver- 
tising, it contemplated decreasing its expenditures for industrial 
paper advertising by decreasing the size of some of the insertions. 
Insertions in the industrial papers varied in size; some occupied 
small space, while others filled single or double pages. The com- 
pany believed that it could take somewhat smaller space in those 
papers where it used single or double pages, without incurring a 
great loss of attention. 

The company believed that its existing advertising policy did 
all that was possible to influence the technical men who were 
directly involved in production to regard favorably the products 
manufactured by the Lorry Company. An increase in the exist- 
ing type of advertising, therefore, was not an alternative to the 
new policy proposed. 


Commentary: This case is illustrative of the too frequent attempt 
to determine important advertising procedure even though important 
data are lacking. To determine its selling and advertising procedure, 
the Lorry Company should have had knowledge both of the buying 
habits of industrial buyers for its equipment and of the reading habits 
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of those buyers.? It should have known who was likely to suggest the 
need, the type, and the brand for equipment such as it manufactured, 
who would consider purchase, who would approve purchase, and who 
would make final decision on purchase. Beyond this, it was advisable 
to have quite definite information upon the reading habits of those 
who should have been influenced. The company should have secured 
this data before acting upon the recommendation of the advertising 
manager, which was made on the basis of meager information. 


February, 1928 IN: tie B 


* Some light is thrown on buying habits for certain types of industrial goods by 
a field survey report, Who Buys for American Industry, published by the A. W. 
Shaw Company, Chicago, and by the booklet, Industrial Marketing, published by 
the McGraw-Hill Company, New York City. 
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Accounting, for engineering serv- 
ice 310, 
Additions to lines carried or man- 
ufactured see New products 
Advertising 
appeal selection 381, 
see also Buying motives 
appeal to primary buying mo- 
tives 
appropriations 
by small firm whose competitors 
advertise widely 
consumer 
alternative to personal sales 
work with retailers 
fabricating part 433, 465, 
test campaign 
copy approach 
development of campaign 
distributor advertising for fab- 
ricating part 
emphasis on performance 
engineering service to custom- 
ers 328, 
institutional, to establish relia- 
bility of seller 
manufacturer’s allowance to dis- 
tributors discontinued 501, 
manufacturer’s contributions to 
customers’ advertising discon- 
tinued 
medium selection 
adding magazines 
direct mail 
145, 211, 335, 396, 404, 
direct mail as alternative to 
personal sales work 
trade papers 
381, 394, 396, 408, 433, 494, 
omission of price from introduc- 
tory advertising 
revision in, to increase effective- 
ness 
space apportionment 
to establish brand recognition 
to transfer goodwill from one 
trade name to another 
see also Brands and trade-marks; 
Sales promotion 
Advertising agency 
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327 


418 

28 
422 
404 


428 
473 
408 
II2 
408 


482 
381 


335 
381 


504 


504 
540 
540 
401 
540 

37 
e 
372 
368 


employed for market survey 
employed to develop campaign 
Agency 
exclusive 
see Exclusive representation 
suitability for sale of installation 
equipment 
Agent, manufacturers’ 
see Manufacturers’ agents 
Alcohol, manufacturer, price vari- 
ance 
Allowances, advertising 
to customers 
to distributors 501, 
Appeals, advertising 
see Advertising 
Automobile bodies 
see Bus bodies 


B 


Bench grinders, manufacturer, sales 
outlets 
Bids, competitive, determining 
amount 
Bonus, salesmen, for attainment of 
sales quotas 252, 
Bottling machinery, manufacturer, 
advertising 
Boxes 
see Paper boxes 
Branch offices 
see Sales branches 
Brands and trade-marks 
advertising to establish brand 
recognition 
blanket trade-mark 
brand discrimination for conven- 
ience goods 
distinctive brand names as com- 
petitive advantage 340, 
distinctive brand names for iden- 
tical lines 
identification of fabricating part 
transfer of goodwill from one 
trade name to another 
see also Advertising 
Brass and copper, manufacturer, 
pricing 
Brokers 
replaced by direct purchase 
use by cotton cloth converter 
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408 
433 


232 


510 


504 
504 


104 
142 
269 


368 


373 
353 


172 
355 


360 
465 


368 


508 


SI 
51 


548 
Brushes, manufacture., sales organ- 
ization 
Bus bodies, manufacturer 
advertising 


changing type of product 
Business crisis of 1920, effect on 
buying 
Business depression 
effect on demand for equipment 
effect on sale of machinery 
Buying 
see Purchasing 
Buying motives 


appeals to 171, 

consumers’, influence on mer- 
chandising of fabricating ma- 
terials 

durability 

economy in purchase as second- 
ary appeal 


effect of one-price policy 

factor in setting prices 

primary, necessity of arousing 28, 
see also Advertising—appeal se- 


lection 
By-products, sales emphasis in- 
creased 
e 
Cable, manufacturer, competitive 
bidding 


Chains, manufacturer, sales outlets 
Chemicals, manufacturers 
advertising 
new products added to line 
sales organization 
sales outlets 
sales promotion 
Clutches, manufacturer 
sales organization 
sales outlets 
Coin counting machines, manufac- 
turer, sales organization 
Commission agent, use by manu- 
facturer of paper specialties 
Commissions, salesmen’s 
advantages and disadvantages 
paid in preference to salaries 
see also Sales force compensation 
Compensation 
see Bonus; Commissions; Sales 
force compensation 
Competition, internal 
see Internal competition 
Conduits, manufacturer, sales out- 
lets 
Consolidation 
sales forces for different lines of 
products 
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69 


251 


225 
512 


390 


82 
12 


43 
520 


156 
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142 
179 
349 
QI 
or 
134 
QI 


122 
122 


200 


75 


266 
263 


186 


241 
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selling divisions, of company 
formed from two competing 
companies 
Consumer advertising 
see Advertising—consumer 
Consumers’ buying motives 
see Buying motives 
Continuous relationships with cus- 
tomers 
distributors 
establishment of goodwill 
risk of loss of patronage if 
changed 
manufacturer, sales force com- 
pensation arranged to insure 
salesmen 
affecting establishment of sales- 


men’s exclusive territories 
overemphasis on 
Control 
see Inventory control; Sales 
control 


Converter, cotton cloth, purchas- 
ing materials 
Conveyor systems, manufacturer, 
sales organization 
Copper 
see Brass and copper 
Cotton cloth, converter, purchas- 
ing materials 
Customer records 
sales control 
use recommended 
Cyclical fluctuations 
see Diversification of output 


3, 34, 


D 
Demand, expansibility 
Dense distribution 
see Sales outlets—selection of 
number 
Designing service 
see Service—engineering 
Dial gauges 
see Gauges 
Direct-mail advertising 
see Advertising—medium selec- 
tion 
Direct selling 
see Sales outlets 
Discounts 
special, granted to large distrib- 
utor 
trade, decision not to grant 
Discriminatory prices 
see Variance of prices 
Distribution channels 
see Sales outlets 
Distributors’ allowances 
see Allowances 


245 


197 
164 
252 


288 
251 


51 


226 


51 


245 
269 


295 


510 
127 


Distributors, selection of 
see Sales outlets 
Diversification of output 
by manufacturer of sealing com- 
pound 
to reduce sales fluctuations 
see also New products 
Drills, manufacturers 
advertising 
new products added to line 
sales outlets 
Duplication of sales efforts 
caused by segregation of sales 
force 
eliminated by reorganization of 
sales force 241, 


44, 


4A, 


Electrical apparatus, manufacturers 


advertising 404, 
sales organization 194, 
sales outlets 159, 


Exclusive agency 
see Exclusive representation 
Exclusive representation 
change from exclusive to selected 
distribution 
combined with direct sales 3) 
exclusive agreements with dis- 
tributors refused 
exclusive distributors utilized in 
preference to direct sale 
replaced by direct sale where 
sales branches warranted 
retained because of customers’ 
patronage motives 
use in one territory 


F 


Factory trucks and stackers, manu- 
facturer, sales force manage- 
ment 

Free trial installation, recommend- 
ed as means of sales promotion 

Friction clutches 

see Clutches 


G 


Gauges, manufacturers 
new products added to line 
sales organization 
sales outlets 
sales promotion 
Gear and wheel pullers, manu- 
facturers 
product adaptation 
sales organization 
sales outlets 
Gears, manufacturer, sales outlets 
Goodwill 
attached to distributors rather 
than products 


127, 
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OI 
219 


381 
44 


113 
366 
245 
501 


241 
173 


166 
190 


130 
159 
159 


159 
QI 


252 


401 


61 
233 
130 
328 


211 
211 
21 


56 


194 


549 


transfer from one trade name to 
another 
Grinding wheels, manufacturer, sales 
outlets 


368 
190 
H 


Hand-to-mouth buying 
result of business crisis 
see also Purchasing 
Hardware, manufacturer, advertis- 
ing 
Heating equipment, manufacturer, 
sales force compensation 


I 


Identification of product 
see Brands and trade-marks 
Indicators 
see Gauges 
Internal competition 
competitive bidding against 
wholesale customer 142 
different brands for identical lines 360 
eliminated by reorganization of 
sales force 
Introductory prices 
see Pricing—introductory prices 
Inventory control, liquidation 


L 


251 


408 


2690 


245 
"8 


Leasing 
as alternative to sale 
reasons for adopting 
use of both lease and outright 

sale 

Leather belting, manufacturers 
advertising 
merchandising 
sales control 
sales force management 
sales outlets 

Liquidation, inventory 
see Inventory control 


M 


Machine tools, manufacturer 
sales organization 
Machinery, manufacturer 
advertising 
see also Bottling machinery; Mix- 
ing and separating machinery; 
Packaging machinery; Polish- 
ing machinery; Textile ma- 
chinery 
Mail advertising 
see Advertising—medium selec- 
tion 
Manufacturer and wholesaler, pa- 
per, sales force management 


522 
536 


533 
504. 
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233 
540 


288 


550 


Manufacturers 
alcohol, price variance 
bench grinders, sales outlets 
bottling machinery, advertising 
brass and copper, pricing 
brushes, sales organization 
bus bodies 
advertising 
changing type of product 
cable, competitive bidding 
chains, sales outlets 
chemicals 
advertising 
new products added to line 
sales outlets 
sales promotion 
clutches 
sales organization 
sales outlets 
coin counting machines, sales or- 
ganization 
conduits, sales outlets 
conveyor systems, sales organiza- 
tion 
drills 
advertising 
new products added to line 
sales outlets 


91, 


44, 

electrical apparatus 
advertising 494, 
sales organization 104, 
sales outlets 150, 


factory trucks and stackers, sales 
force management 
gauges 
new products added to line 
sales organization 
sales outlets 
sales promotion 
gear and wheel pullers 
product adaptation 
sales organization 
sales outlets 
gears, sales outlets 
grinding wheels, sales outlets 
hardware, advertising 
heating equipment, sales force 
compensation 
leather belting 
advertising 
merchandising 
sales force management 
sales outlets 
machine tools, sales organization 
machinery, advertising 
mixing and separating machin- 
ery, pricing 
motors 
advertising 
one-price policy 


127, 


510 
104 
368 
508 
245 


475 

69 
142 
179 


349 
gi 
134 
QI 


122 
122 


200 
186 


226 
381 

44 
113 
501 
241 
173 
252 

61 
233 
130 
328 
2Et 
211 
211 


I90 
408 


269 


504 


233 
540 


311 


494 
516 
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sales organization 
sales outlets 
office equipment 
sales force management 
sales outlets 
packaging machinery 
advertising 
leasing 
sales force compensation 
sales promotion 
paper boxes 
changing type of product 
new products added to line 
sales organization 
sales promotion 
pipe fittings 
advertising 
sales organization 
sales outlets 
sales promotion 
plumbing equipment, sales pro- 
motion 
pneumatic tools, sales organiza- 
tion 
polishing machinery, new prod- 
ucts added to line 
pumps 
direction of sales efforts 
introductory prices 
railroad equipment, sales promo- 
tion 
rubber webbing, advertising 
sealing compound, new products 
added to line 
shoe leather 
inventory control 
price revision 
sprinkler systems, advertising 
steel balls, advertising 
steels—alloy, new products added 
to line 
textile machinery 
advertising 
price reduction 
tools 
advertising 
sales organization 
turret lathes, sales organization 
typewriter supplies, sales promo- 
tion 
umbrella frames, advertising 
valves, sales outlets 
water stills 
merchandising 
sales outlets 
weightmeters, pricing 
welding and cutting equipment, 
sales promotion 
wire, advertising 


259; 


360, 


241 
159 


29 
29 


335 


533 
263 


335 
75 


75 
428 


372 
360 
166 
207 


301 
219 
IOI 


Si 
37 


401 
433 


QI 


78 
"8 
404 


86 


396 
512 


540 
233 
219 


200 
465 
127 


145 
145 
522 


344 
482 


Manufacturers’ agent and whole- 
saler, upholstery materials, 
new products added to line 

Manufacturers’ agents 

attracting patronage to them- 
selves rather than to products 

unsatisfactory as distributors of 
new product 

utilized in preference to direct 
sale 194, 

Manufacturers’ sales branches 

see Sales branches; Sales organi- 
zation 

Market analysis 

basis for advertising plans 

for fabricating part 

necessary basis for planning sales 
promotion 

to discover unprofitable sales ter- 
ritories 

Market coverage 

see Sales outlets—selection of 
number 

Market diversity 

development of separate sales de- 
partments 
see Sales organization—segre- 

gation by lines of products 

pricing product used in different 

industries 
“Market selection 

development of new market to 
reduce sales fluctuations 

direction of sales efforts to new 
markets 

for new product 

see also Sales outlets 

Marketing 

see Advertising; Brands and 
trade-marks; Buying motives; 
Market analysis; Sales organi- 
zation; Sales outlets 

Merchandise obsolescence, style, 
shoe leather 

Merchandising 

additions to lines 
see New products 
changing types of product 
development of alloys to meet 
customers’ special needs 
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83 


197 
104 


226 


408 
447 


59 
29 


522 
44 


145 
37 


78 


69, 75 


86 


merchant-converter as specialist in 54 


product adaptation 
sales emphasis increased on in- 
cidental line 
Minimum order, guaranteed pur- 
chase, on sample lot 
Missionary salesmen 
discontinuance of 
increase in number 
introduction of new product 


211 


3 
86 


2907 
290 


44 


551 
to assist manufacturers’ agents 301 
to assist wholesalers 301 
Mixing and separating machinery, 
manufacturer, pricing 311 
Monopoly prices, on patented de- 
vice 531 
Motor trucks, factor in long-dis- 
tance transportation 135 
Motors, manufacturers 
advertising 494 
one-price policy 516 
sales organization 241 
sales outlets 159 
N 
New products or services 
additions to lines 
new grades 61, 145 
new types 3, 44, 61,75, 83, 86, 
QI, IOI, 104, 200, 219 
ascertaining marketing methods 
in advance 231 
change in product to reach more 
profitable market 69, 75 
development of alloys to meet 
special needs of customers 86 
expected profits 225 
pricing 37 
sales organization 200, 219, 227 
selection of outlets 104 
supplies added to line of machin- 
ery manufacturer IOI 
O 
Office equipment, manufacturers 
sales control 20 
sales force management 20 
sales outlets 20 
One-price policy 
adoption of 516 
advantages of 532 
see also Pricing; Variance of 
prices 
Organization, sales 
see Sales organization 
P 
Packaging 
sales promotion for hardware 415 
to promote direct sales to users gI 
Packaging machinery, manufactur- 
ers 
advertising 335 
leasing 533 
sales force compensation 250, 263 
sales promotion 335 
Paper 
manufacturer and _ wholesaler, 
sales force management 288 


552 


Paper (Continued) 
wholesaler, sales force manage- 
ment 
Paper boxes, manufacturers 
changing type of product 
new products added to line 
sales organization 
sales promotion 
Patronage motives 
appeals to 
change of copy to establish 
effect on selection of sales out- 
lets 
Pipe fittings, manufacturers 
advertising 
sales organization 
sales outlets 
sales promotion 
Pipe unions 
see Pipe fittings 
Plumbing equipment f 
manufacturer, sales promotion 
see also Pipe fittings 
Pneumatic tools, manufacturer, 
sales organization 
Polishing machinery, manufacturer, 
new products added to line 
Price cutting 
danger of causing by plan of 
dense distribution 
preventing dense distribution 
Price revision 
orders placed at old prices after 
increase 
reduction to liquidate inventory 
reduction to stimulate sales 
see also Pricing 
Pricing 
buying motives as factor in 
charging for engineering service 
competitive bidding 
form of quotations 
introductory prices 


360, 


37, 61, 


lease vs. sale 522, 
number of prices, customer 
basis 510, 516, 


see also One-price policy; Price 
cutting; Price revision; Vari- 
afice of prices 
Product adaptation, contact with 
users to find means of improv- 
ing product 
Promotion, sales 
see Advertising; Sales promotion 
Pumps, manufacturer 
direction of sales efforts 
introductory prices 
Purchase sources 
basis of selection 
familiarity with market 
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75 
75 
75 
248 


390 
393 


164 
372 
360 
166 
207 


301 


210 
IOI 
177 
166 
508 
512 

67 
311 
I42 
311 
522 
533 


522 


211 
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price 

see also Purchasing 

Purchasing 

brokers replaced by direct pur- 
chase 

maintenance of relations with 
brokers 

see also Hand-to-mouth buying; 
Purchase sources 


Questionnaires, use in market anal- 
ysis 
R 


Railroad equipment, manufacturer, 
sales promotion 
Reciprocity, undesirable form 
Records 
see Customer records; Sales con- 
trol 
Replacement sales, by chain manu- 
facturer 
Rock drills 
see Drills 
Roller chains 
see Chains 
Rubber webbing, manufacturer, 
advertising 


Ss 


Salaries, salesmen’s 
see Sales force compensation 
Sales analysis 
basis for charging for service 
necessary basis for planning sales 
promotion 
Sales branches 
analysis of activities 
danger of weakening distributors’ 
morale by establishment 
establishment in territories 
sufficient sales volume 
reduction in number 
Sales control 
customer records 3 
direction of sales efforts to large 
customers 
discontinuance of sales calls upon 
small users 
discontinuance of sales work in 
outlying territories 
sales emphasis increased on in- 
cidental line 
salesmen’s reports and records 
see also Customer records; Sales 
force compensation; Sales force 
management 
Sales emphasis 
see Sales control 


of 


51 


51 
51 


451 


401 
507 


179 


433 


326 


59 


1904 


159 
29 


245 
37 


29 


v Sales force compensation 


arranged to insure continuity of 
relations with customers 
commissions paid in preference to 
salaries 
plan to stimulate sales 
salaries paid in preference to 
commissions 
Sales force management 
centralized supervision of activ- 
ities 
crediting orders to salesmen 260, 
establishment of exclusive terri- 
tories for salesmen 
insuring continuity of relation- 
ships with customers 
methods of sales force control 252, 
supervision of salesmen’s rout- 
ings 
use of salesmen’s records and 
reports 
Sales organization 
commission agent used 
consolidation of sales forces for 
different lines of products 
direct personal selling rather than 
mail solicitation or manufac- 
turers’ agents 
elimination of internal competi- 
tion 
mail solicitation rather than per- 
sonal selling 
manufacturers’ agents rather than 
direct sale 1904, 
market segregation 
reorganization to avoid duplica- 
tion of sales effort 241, 
sales branches 
see Sales branches 
salesmen used by company previ- 
ously selling by mail 
segregation by lines of products 
I22, 200, 219, 226, 233, 
Sales outlets 
selection of number 
change from exclusive to se- 
lected distribution 
change from selected to dense 


distribution Peatiss 
dense rather than exclusive dis- 
tribution 


discontinuance of sales work in 
outlying territories 
exclusive rather than dense dis- 


tribution : 
selected rather than dense dis- 
tribution 48, 


selection of type ; 
competitive bidding against 
wholesale customer 
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252 


263 
269 


259 

29 
283 
288 


252 
269 


29 
78 


241 


200 
245 
QI 


226 
184 


245 


21I1I 


360 


166 
179 
186 

29 
334 


122 


142 


development of new market 
direct sale combined with use 
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44 


of exclusive distributors 3, 190 
direct sale rather than distrib- 
utors 56, 127, 134, 173 
direct sale rather than exclu- 
sive distributors 130 
direct sale rather than manu- 
facturers’ agents or mail 
solicitation 200 
direct sale rather than manu- 
facturers’ agents or supply 
firms I13 
direct sale to users proposed QI 
discontinuance of local sales 
through distributors pro- 
posed 134 
discontinuance of sales calls 
upon small users 3 
distributors rather than direct 
sale 20, 44, 113, 122 
exclusive distributor used QI 
exclusive distributors rather 
than direct sale 150 
for new product T04 
manufacturers’ agents rather 
than direct sale 226 
packaging to promote direct 
sale to users QI 
reference of inquiries and or- 
‘ders to distributors discon- 
tinued 211 
reference of inquiries to dis- 
tributors 145 
sales efforts directed to new 
markets I45 
supply firms and _ direct- ane 
mail solicitation I45 
Sales promotion 
addition of products to line 3 
advertising to consumers vs. per- 
sonal sales work with retailers 428 
affected by lack of established re- 
lationships 55 
direct mail advertising vs. per- 
sonal selling and trial sale 401 
engineering service provided for 
customers 328, 335 
financing through borrowed funds 347 
mail solicitation utilized in pref- 
erence to personal selling QI 
packaging I, 415 
selection of methods 344 
see also Advertising; Brands and 
trade-marks; Missionary sales- 
men 
Sales quotas 
in sales force control 252 
recommended as means of stimu- 
lating sales 269 
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Sales records 
see Customer records; Sales anal- 
sis; Sales control 
Sales resistance, lessening 43 
Sales service 
see Service—engineering 
Salesmen 
compensation 
see Sales force compensation 
records 
see Sales control 
reports 252 
technical knowledge required 233 
see also Sales force compensa- 
tion; Sales force management ; 
Sales force organization 
Samples, guaranteed purchase of 


trial lot 86 
Sealing compound, manufacturer, 
new products added to line oI 


Segregated sales organization 
see Sales organization 


Service 
development of alloys to meet 
customers’ special needs 86 
engineering 
as affecting selection of sales 
outlets 200 
as means of sales promotion 93 
conditions favorable to offer- 
ing 342 


cost as sales promotion expense 326 
increasing use by customers 322, 335 
method of charging for 311 
provided for customers 328, 335 
market information furnished by 


grey cloth brokers 51 
Shoe leather, manufacturer 

inventory control "8 

price revision 78 


Size of orders 
minimum requirement for dis- 


count 138 
on samples made up to meet 
customers’ special needs 86 
restriction 508 
Sprinkler systems, manufacturer, 
advertising 404 
Steel balls, manufacturer, adver- 
tising 355 
Steels—alloy, manufacturer, new 
products added to line 86 
Style merchandise 
change in umbrella styles 465 
effect of change in style on fab- 
ricating materials 78 


Style obsolescence 


see Merchandise obsolescence— 
style 


HARVARD BUSINESS REPORTS 
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Technical sales service 
see Service—engineering 
Textile machinery, manufacturers 


advertising 396 
price reduction 512 
Tools 
manufacturers 
advertising 540 
sales organization 533 


see also Pneumatic tools 
Trade discounts 
see Discounts 
Trade-marks 
see Advertising; 
trade-marks 
Trading down, refusal 157 
Turret lathes, manufacturer, sales 
organization 219 
Typewriter supplies, manufacturer, 
sales promotion 290 


Brands and 


U 


Umbrella frames, manufacturer, ad- 
vertising 465 

Upholstery materials, manufactur- 
ers’ agent and wholesaler, new 


products added to line 83 
Vv 
Vacuum pumps 
see Pumps 
Valves, manufacturer, sales out- 
lets 127 


Variance of prices 
charging for engineering service 327 
for users of equipment in differ- 


ent industries 522 
price concession to secure patron- 

age 510 
to hold customer patronage 508 


see also One-price policy; Price 
revision; Pricing 


Ww 


Warehousing, location of stocks 190 
Water stills, manufacturer 
merchandising 145 
sales outlets 145 
Weightmeters, manufacturer, pricing 522 
Welding and cutting equipment, 
manufacturer, sales promotion 344 
Wholesaler, paper, sales force man- 
agement 283 
Wire, manufacturer, advertising 482 
Wiremold Company 186 
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